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INTERNATIONAL AFFAIRS 


SPRY ECONOMIC COOPERATION WITH EAST EUROPEAN COUNTRIES 
CSSR Cooperation Commission 
AUO91922 Belgrade TANJUG Domestic Service in Serbo-Croatian 1530 GMT 7 Oct 83 


[Text] Zabreb, 7 October (TANJUG)--A 3-day session of the Mixed Commission 
for Cooperation and Specialization of the Mixed Committee for Economic and 
Scientific-Technical Cooperation of the SFRY and the CSSR concluded in Zagreb 
today. Aleksandar Ilic, assistant to the president of the Federal Committee 
for Energy and Industry, took part in the work of the commission on the Yugo- 
slav side. Frantisek Lacina, deputy minister for general machine building, 
Zdenek Prusa, deputy minister for heavy machine building, and Miroslav Frk, 
deputy minister for electronics and electrotechnics, and their assistants 


took part on the CSSR side. 


In the course of the session, the commission examined the existing agreements 
on cooperation and the opportunities for further expanding it, considering 
that svch forms of cooperation ensure that it is long lasting, and result in 


a division of labor and better quality of products. 


During their stay in Zagreb, the members of the delegation had meetings and 
talks with Ante Markovic, president of the Croatian Executive Council, and 
Vjiekoslav Srb, president of the Republican Oommittee for Energy, Industry, 
Mining, and Crafts. The members of the delegation also visited the Rade 
Koncar, Prvomajeka, Steam Boilers plant, Nikola Tesla, and Radio Industrija 


Zagreb economic organizations, 


Increased Trade With Toland 
LD132133 Belgrade TANJUG in English 1918 GMT 1° Oct 83 


[Text] Belgrade, 13 October (TANJUG)--The value of exchange of goods and 
services between Yugoslavia and Poland could reach 700 million dollars in 


1984, 


According to data announced in the Yugoslav Chamber of the Economy today 
(Thursday), during the first eight months, compared with the corresponding 
period of the last year, trade rose by about 50 percent, reaching the value 


of 368 million dollars. 




















Although the volume of trade is satisfactory, much greater attenticn should 
be paid to balancing of exports and imports. Trade balance is now to the 
detriment of Yugoslavia, it was said at the meeting. 


Commodity Exchange With CDR 
LD1 32106 Belgrade TANJUG in English 1904 CHT 13 Oct 83 


[Text] Belgrade, 13 October (TANJUG)—Yugoslavia and the Cerman Democratic 
Republic have agreed to promote their currently stagnating economic relations 
through the exchange of east Cerman electricity for Yugoslav commodities. 


The Yugoslav Chamber of the Economy reports today (Thursday) that an agree- 
ment has been reached for the Yugoslav republics of Bosnia-Herzegovina and 
Croatia to receive supplementary deliveries of electricity from the German 
Democratic Republic in return for export of Yugoslav commodities to the 
value of the imported electricity. 


Yugoslav-CDR trade from January until end August this year reached the value 
of 474 million dollars which is less than a half of the anticipated total. 

















INTERNATLONAL APFAIKS 


EXPORT, IMPORT OF CHEMICALS WITHIN CEMA D‘\SCUSSED 
Warsaw RYNKI ZACRANICZNE in Polish No 72, 16 Jun 83 p 5 


[Article by Ireneusz Rogaczewski, “The Chemical Industry in CEMA: Poland as 
Exporter and Importer of Chemicals within the Socialist Community”) 


[Text] For Poland the development of the chemical 
industry in the CEMA countries is a necessary premise for 
the growth of trade with our partners. It is no secret 
that we are counting on the possibility of substituting, 
at least in part, supplies of chemicals from the 
so-called first sphere of payments for the imports paid 
with free-exchange foreign currencies. On the other 
hand, the improved supply of our economy in industrial 
chemicals is an essential premise for a more rapid 
solution to the current crisis. It seems that despite 
some by now clearly outlined propitious trends, not alli 
the possibilities have yet been explored. 


Balanced Exchange 


Last year, Poland's trade turnover in chemicals with CEMA menber-countries 
amounted to some 1.2 billion rubles, and the levels of imports and export were 
virtually balanced. Over the last 7 years the turnover has roughly doubled. 

in 1975-82 the average annual growth of the import value equaled 9.9 percent, 
while that of the export value--8.6 percent. It can be assumed that when price 
increases are taken into account, the average real rate of growth of both 
import and export did not exceed 2-3 percent per annum, and was lower than the 
rate of production growth in different countries. 


Export grew more uniformly than import, and only once--in 198l--was there a 
fall of export value (by 7.8 percent) in relation to the previous year. The 
two major breakdowns in import occurred in 1978 and 1979 within the generally 
growing buying trend, due to temporary restriction of purchases of potassium 
salts because of too high a level of their stocks in agriculture. This year, 
too, a similar situation concerning the stocks of those salts has developed. 














Growth Rate of Import (I) and Export (EZ) of Chemicals 
in Trade with CEMA (1980=100) 
1975 1979 1981 1982 
chemicals in general I 62.4 87.2 115.6 121.1 
E 61.8 93.8 92.2 110.1 
including, 1.4.15 
- chemical ainerals I 64,3 82.7 112.9 69.0 
E 64,0 90.7 109.7 144.5 
“inorganic chemicals I 90.0 88.3 169.7 175.0 
E 169.8 83.2 95.3 93.5 
-organic chemicals I 46.4 71.8 98.6 109.1 
E 79.6 79.5 104.2 115.9 
~plastics, chemical fibers 
and rubbers I 31.7 73.0 90.3 109.7 
E 17.1 49.6 81.7 70.9 
~pharmaceuticals and cosmetics I 53.0 99.0 115.5 122.2 
E 57.5 98.8 86.7 116.0 
~plastic and rubber products I 41.3 114.2 119.1 150.0 
E 62.4 97.9 92.2 97.3 


In 1975-82 the most rapid growth of import concerned highly processed products, 


such as plastic products (average annual rate of growth of 27 percent), 
chemical fibers (25 percent), plastics and rubber (17.3 percent), chemical 


household products and cosmetics (16.6 percent), rubber products (15.1 
percent), and pharmaceuticals (13.3 percent). 


In export there was a multiple but still not very significant increase in the 
vale of sales of plastics, chemical fibers and rubber, as well as an increased 
value of the supply of chemical minerals (average rate of growth 13.9 percent) 
and pharmaceuticals (13.9 percent). Export of paints and varnishes, which in 
1977-79 exceeded 51 million rubles per annum, fell to the level of 10 years 
ago. A significant decrease appeared, too, in the sale of pharmaceuticals. 
Beginning in 1978, this kind of export systematically fell and when, in 1982, 
ite value slightly exceeded 40 million rubles, it was still lower than the 
level achieved by 1975. 


Export of Sulphur and Pharmaceuticals 


The differentiated rate of growth (or fall) in export and import of various 
groups of chemicals has been reflected in the structure of the turnover. The 
Polish export to the CEMA countries is based mainly on pharmaceuticals and 
sulphur (minerals), as well as on cosmetics, paints and varnishes, dyestuffs, 











rubber and plastic products. In recent years only sulphur and pharmaceuticals 
have retained their strong position. The export of plastic products increased 
too, albeit very slowly. A shortage of raw materials, due chiefly to 
restricted possibilities of foreign currency purchases, slowed down the export 
of paints and varnishes, pharmaceuticals, cosmetics, and rubber products. 
Moreover, it cannot be excluded that our Poliena enterprise was too iate to 
notice the changed preferences of the Soviet market, as reflected in the 
withdrawal from the so-called color cosmetics, while Stomil, in addition to the 
shortage of raw materials, had serious organ)zational and laber force troubles. 


Worn-out production facilities which had prevented the development of the 
synthesis of semi-finished good«, as well as the difficulties in providing 
protection of the environment, have slowed down the promotion of the 
once-dynamic branch of dyestuffs production. Export of dyestuffs, which 
several years earlier had exceeded 3) million rubles, fell in 1982 to 

27 million, but this year should rise again. 


In import the biggest value is represented by fertilizers. For many years the 
level of purchase of potassium salts has remained more or less steady, 
amounting to 1.2 million tons of K70 per annum, and chis covers in full the 
demand of Polish agriculture for those fertilizers. A fixed quantitr of 
apatitys from the USSR, some 250,000 tons of P20, a year, provides mineral raw 
materials for the production of phosphates. In value terms, the share of 
fertilizers and chemical minerals in chemicals imported from the CEMA countries 
to Poland has fallen from 46 percent in 1975 to 26 percent last year. The 
importance of imported, manufactured, highly processed chemicals has increased, 
however. 


The Structure of Chemicals Imported from CEMA (percents) 


1975 19801982 
Fertilizers and chemical minerals 45.8 30.5 26.4 
Plastics, fibers and rubber 8.7 17.1 15.5 
Inorganic and organic chemicals 12.3 12.8 13.7 
Pharmaceuticals 12.3 15.5 15.3 
Plastic products 3.1 8.3 8.5 
Rubber products 5.6 4,8 7.7 
Other branches 12.2 11,0 12.9 
TOTAL 100.0 100.0 100.0 

















USSR, The Biggest Partner 


Our biggest partner in chemical products trade among the CEMA countries is the 
Soviet Union. It buys 6“ percent (in 1982) of Polish chemicals export.d to the 
CEMA countries, and supplies sone # percent of the import. While in 1975 we 
had relatively high active balance in chemicals trade with all our partners, 
with the exception of the GDR, last year a positive balance was achieved in our 
trade with the Soviet Union only. It should be pointed out that the 
deterioration of trade balances did not appear suddenly, but grew 
systematically during the entire analyzed period. 


The large increase in export to Romania is due to a low starting level, as well 
as to a certain growth 11 supplies of sulphur, plastics, and plastic products. 
A higher than average increase in export to Hungary is, on the other hand, due 
to good implementation of agreements concerning the exchange of chemical fibers 
and polymers, as well as to satisfactory ooperation with the strong 
pharmaceutical industry in Hungary. The station of the agreements on 
the division of labor in the »oroduction . = lare oehind and, 
unfortunately, the blame is ours. 


Gtowth Rate of Import (I) and Export (E) Chemicals by Countries 


(1975=100) 
1978 1980 1981 1982 
USSR I 116.7 139.9 188.0 1121 
E 168.4 159.0 142.1 1481.2 
Bulgaria I 289.0 399.3 341.5 519.0 
— 139.7 156.7 158.3 168.5 
Czechoslovakia I 262.7 359.7 365.1 420.0 
E 116.8 133.0 132.2 150.6 
GDR I 116.0 117.6 121.8 138.3 
E 129.4 166.3 1593 156.4 
Hungary I 216.5 261.5 270.6 288.8 
E 157.3 192.0 198.2 204.1 
Romania I 401.0 333.6 340.7 383.8 
E 284.3 304.3 265.7 281.5 


The impressive growth of the import from Bulgaria is due, by half, to an 
increased supply of pharmaceuticals, where the most significant position was 


held by a very expensive antibiotic, “gentamycin.” 
Bulgaria dentifrice, plastic products, and rubber products. 
Bulgaria consists mainly of pharmaceuticals, dyestuffs, and sulphur. 





In addition, we buy in 


The export to 








The enormous progress of the chemical indust:y in. Czechoslovazia, especially of 
petrochemicals, has turned this country isto our major supplier of plastics and 
“lastic products, polypropylene fibers, and certain petrochemicals. We have 
also increased the import of pharmaceuticals. Simultaneously, our 
export--except for the recently laurched sale of carbon disulphate--has 
increased solely due to the rise in the prices of sulphur; Czechoslovakia is 
our major buyer. Consequently, tir s--in which we are particulariy 
interested--had to be procured last year through barter for coal. 


Despite the large economic potential and [geographical] proximity, in recent 
years there has be2n no progress in the development of trade with our neighbor 
to the west, Poland's second (after the USSR) major trade partner in chemical 
products. One could even assume that 5 years ago the level of our cooperation 
with the GDR was higher, and since then the increase in the trade exchange was 
due to changed prices only. Similarly, as in the case of the export to 
Czechoslovakia, two products only play a sajor roles sulphur and carbon 
disulphate. The implementation of the agreement which provides for the 
procurement of chlorine and vinyl chloride from the GDF is not without 
difficulties. In recent years we have lost the GDR market as its supplier of 
cosmetics. The value of our pharmaceutical export has also fallen. On the 
other hand, our partner to the west closely adheres to the principle of 
balancing [the exchange], and apparently has no interest in the unilateral 
increase of its supplies to Poland. 


The importance of the Soviet Union as an exporter of chemicals to our country 
is due chiefly to the major role played by its supply of potassium salts, 
apatites, various inorganic and organic seni-products, synthetic rubber, 
pharmaceuticals, and tires. In our export, on the other hand, pharmaceuticals, 
sulphur, paints aad varnishes, cosmetics, and dyestuffs have a dominant 
position. 


Structure of Chemical Export to CEMA (percents) 
1975 1980 1982 


Chemical minerals 17.7 17.1 22.5 
Organic chenicals* 11.1 8.6 9.1 
Plastics, fibers, and rubber 1.5 5.4 3.5 
Paints and varnishes 9.5 9.3 4.1 
Cosmetics and household chenicals 13.2 11.8 7.1 
Pharmaceuticals 29.5 S461 41.2 
Plastic products 3.8 3.3 3.8 
Rubber products 5.0 5.5 3.9 
Other branches 8.7 4.9 4.8 

TOTAL 100.0 100.0 100.0 


*mainly dyestuffs 














The development of trade in products of the chemical industry is due not only 
to our bilateral relations but also to multilateral cooperation within CEMA, 
Poland belongs to the CEMA Standing Commission for cooperation in the chemical 
industry, to the international trade organization for cooperation in the 
small-tonnage chemical industry Interkhim, located in Halle (GDR), and to the 
international economic association Interkhimvolokno, located in Bucharest. 


Polish experts participate in the activities of all seven trade sections of the 
Standing Commission. Those [sections] provide an ideal forum for the exchange 
of ideas and experience, as well as for the coordination of goals and terms of 
the division of labor. The agreements on the division of labor in the 
production and supply of pharmaceuticals, tires, and synthetic rubber are 
currently valid until the end of 1985. The signing of an agreement on the 
division of labor in technical rubber products is in its final stage of 
preparation. Moreover, within Interkhim, Poland participates in the division 
of labor agreements concerning dyestuffs, plant protection agents, and 
auxiliary industrial agents, while within Interkhimvolokno we take part, since 
1979, in the division of labor agreement on production of small dosage pumps; 
we also intend to join the division of labor agreement on production of 
spinning nozzles for chemical fibers. 


The signing of many new agreements is now in preparation, but we are not happy 
that the preparatory procedures take several years. Since that is a fairly 
general condition, one can assume that the negotiation of division of labor 
agreements is hampered by faults in the legal system, as well as in the 
economic and financial instruments for the advancement of cooperation. Such 
difficulties are partly overcome by negotiating transactions settled in 
free-exchange currencies, omitting the pricing principles of CEMA. In 1982 
such transactions amounted to about 5 percent of the total chemical import as 
well as of the export settled in free-exchange currencies. 


The National Socioeconomic Plan for 1983-85, recently endorsed by the Polish 
Sejm, proposes further continuation of the balanced development of chemicals 
exchange with the CEMA countries. The plan is conservative and therefore 
realistic, since it assumes that in the next 3 years the export will rise by 
13.4 percent in relation to the results obtained in 1982. 


This does not mean, however, that no troubles are in sight for the future. The 
most serious fears are raised in connection with the increased export of 
sulphur. The depletion of deposits in the Grzybow mine will bring about the 
reduction of export by several hundred thousand tons a year. There are 
possibilities of developing export from new plants of soda, chloride, dian, 
epichloridrine, and vinyl polichloride, but those are products whose production 
costs are very high in relation to the prices which currently can be obtained. 


One has, therefore, to rely on further increase in the export of 
pharmaceuticals and on a “leap forward” in the export of paints and varnishes, 
cosmetics, and dyestuffs. The prospective appearance among the exported 
products of oxo alcohols does not portend a breakthrough in the development of 
trade in organic and inorganic chemicals within CEMA. This field has been most 
neglected, due to the still underdeveloped links of division of labor and 
croperation. 











Our relatively best prospects concern the potential increase in the export to 
the Soviet Union. The cooperation with Bulgaria should bring increased import 
of chemicals in exchange for licences, facilities, and technical assistance for 
the chemical industry of our partner. If, however, the condition of the 
balanced exchange of chemicals with the other countries should remain in force, 
the continuation of the rising trend in this trade might prove difficult. 


12485 
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CZECHOSLOVAKIA 


BRIEFS 


HAMAN IN BRNO--Josef Hamas, candidate member of the Presidium and 
secretary of the CPCZ Central Committee, paid a visit during his brief 
working visit in the South Moravian Region to Lachema national enterprise 
in Brno, which is a supplier of specialized chemicals for the electrical 
industry and a producer of pharmaceutical products. He also paid a visit 
to TON national enterprise in Bystrice pod Hostynem, which manufactures 
furniture. [Excerpts] [Prague Domestic Service in Czech and Slovak 

1600 CMT 16 Sep 83) 


CSO: 2400/23 
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GERMAN DEMOCRATIC REPBLIC 


STATISTICS ON INNER-GERMAN TRADE, FIRST HALF 1983 
Bonn INFORMATIONEN in German No 16, Aug 83 pp 19-20 


/"Press Release” of FRG Ministry for Economics, 24 August 1983: "“Inner-German Trade, 
First Half 1983"/ 


/Text/ In the first half 1983 inner~German trade grew by 16 percent compared with 
the same period of the preceding year, achieving a turnover of 7.9 billion VE /ac- 
counting units/ (1982: 6.8 billion VE). Deliveries and purchases developed as fol- 
lows: 





First Half 1982 First Half 1983 Percentage Changes 
million V E First Half 1982/First Half 19% 
Deliveries 3,245.9 4,301.9 + 33 percent 
Purchases 3,523.5 3,577.6 + 2 percent 


Compared with 1982, the total growth rate did not change significantly in the first 
half 1983. The expansion of deliveries (+ 33 percent) was almost exclusively respon- 
sible for the growth of turnover in the first half 1983. Purchases, on the other 
hand, rose by only 2 percent. 


Consequent upon this imbalance--already indicated in the last quarter 1982--, the 
FRG achieved a delivery surplus of 724 million VE. Even without taking the service 
sector into account, goods traffic in the first half 1983 yielded a delivery surplus 
of 470 million VE, the first surplus since 1979. 


The total balance of reciprocal liabilities, including the resort to the swing, (the 
so-called accumulated surplus) increased from 3.8 billion VE at end 1982 to more 

than 4.5 billion VE. The accumulated surplus thus achieved a high of 15 percent 
above the one recorded in 1979, that amounted to 3.9 billion VE. As purchases have 
risen by about 50 percent since 1979, the ratio is even more favorable than in that 
year. On the other hand, the special system of inner-German clearing does not permit 
serious imbalances for any length of time, and it will therefore be imperative to 
seek a better balance between deliveries and purchases, in the interest of the furth- 
er development of this trade. 


As for deliveries, the total increase amounted to 1,056 million VE. The most impor- 
tant headings show the following changes: 


ll 














First Half 1982 First Half 1983 Change Compared With Previous Yar 











De liveries million VE — million VE Percent 
Iron and steel, 

products of 

drawing and cold 

rolling mills 210.1 750.7 + 540.6 + 257 
Chemical products 542.5 644. + 102. . 
Farm produce 334.0 563.6 + 229.6 + 69 
Machines, electrical 

engineering products 470.5 485.5 + 15.0 ® @ 
Nonferrous metals 223.4 363.2 + 139.8 + 63 
Crude oil 438.6 339.5 - 99.1 - 23 
Textiles, clothing 143.5 202.0 + 58.5 + 40 
Services 524.6 605.9 + 81.3 + 15 


In the first half 1983--as in 1982--the GDR purchased mainly goods required for pro- 
duction. That seems to apply to iron and steel (the heading that regained its lead- 
ing position by specially large growth rates) and to nonferrous metals, chemical 


products and textiles designed for further processing. As for farm produce, mainly 
grain and feedstuffs were purchased. 


Purchases achieved no more than 54 million VE growth. The most important headings 
show the following changes: 


First Half 1982 First Half 1983 Change Compared Uith Previous Year 








Purchases million VE million VE Percent 
Oil products 931.1 752.1 - 179.0 - 149 
Textiles, clothing 360.0 418.1 + 58.1 + 16 
Farm produce 369 .8 403.1 + 33.3 oe 
Chemical products 407.3 387.4 - 19.9 - 3 
Machines, electrical 
engineering products 219.1 243.5 + 264.4 + iil 
Iron and steel, 
products of 
drawing and cold 

rolling mills 121.7 179.0 + 57.3 + 47 
Woodwares 150.8 168.1 + 17.3 + 1) 
Services 334.0 351.1 + 17.5 + § 


The half-year r: 
ducts (179 millic. 


as determined mainly by the decline in purchases of oil pro- 
J, the consequence of reduced quantities and falling prices. 


GDR deliveries also declined slightly with respect to chemical products--following a 
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sharp rise in sales in recent years. GDR deliveries increased for most other sectors, 
especially consumer goods and farm produce, so that lower revenues were balanced by 
increased deliveries. Still, compared with the first half 1942, overall growth was 
only slight (+ 2 percent). 


11698 
CSO: 2300/11 
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GERMAN DEMOCRATIC KEPUBLiC 


DECREE ON CONTRIBUTION TO SOCIAL FUND 
West German Discussion 


Cologne DEUTSCHLAND ARCHIV in German Sep 83 pp 973-977 (signed to press 22 Aug 
83) 


[Article by Kurt Erdmann] 


[Text] With the "Decree on Contributions to Social Funds", | the GDR Council 
of Ministers in April 1983 issued a regulation which, to be sure, in terms of 
the volume of only 6 paragraphs is very short, but in terms of its consequences 
is all the more serious. During the years ahead, it is supposed to open up a 
new source of state income. as vell as to entail in addition various rational- 
ization effects. In the understanding of the GDR, this as yet unique reform 
experiment involves a new economic lever of economic accounting, whose signif- 
icance corresponds approximately to the introduction of the production fund 
utilization tax. The significant financial consequences of this genuine reform 
measure for the economy and the enterprise, as well as a multitude of other 
effects, are difficult to comprehend at first glance. 


Preliminary Remarks 


With respect to the official purpose of the “contributions”, a few preliminary 
remarks are appropriate. The national income available in a plan year in the 
national economy of the GDR (used national income), according to the theory of 
the GDR, is spread in genera! among the accumulation or investment funds and 
the consumption funds. In its turn, the consumption fund in principle encom- 
passes the individual and so-called social consumption of the national economy. 
The distribution according to the performance principle? is regarded as the 
main form of individual or private consumption, the principle of additional 
means from the “social funds", which do not depend on work performance, however, 
for social consumption. In propaganda terms this part is simplified in the GR 
as “second pay envelope”. Both together constitute the “real income"), which 
is also important as planning quantity in the GDR. From the former designation 
of “social consumption funds", there developed the shortened designation of 
"social funds", thus for example in the new dictionary of scientific communism: 


"Part of the material and financial resources of society, which consist primar- 
ily of resources of the socialist state, which are employed for the securing of 
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the attained level and the gradual increase of the material and cultural stan- 
dard of living of the population. Depending on the type of consumption (social 
or individual), the social funds of consumption of the population are distrib- 
uted free of charge as indirect income (e.g. for medical care, education, cul- 
ture, and, to an increasing degree, for the maintenance of stable consumer 
prices, rents and scales of charges) or in cash form as direct income (e.g. as 
pensions, stipends, children's allowances, social benefits). . . In conformity 
with their significance for the development of socialist personalities and 
their way of life, the social funds expand at a more rapid rate than the in- 
comes from work, as this finds expression in the Program of the SED.’ 


This trend has existed already since the beginning of the 1970's.? The “pay- 
ments to the population from social funds" reported in GDR statistics during 
the past 5 years alone increased from 1978 with 46.5 billion marksto 61.4 bil- 
lion marksin 1962°, that is by almost one-third or also by more than twice the 
percentage increase of the net money income (with about 12 percent) during the 
sam period. The financial source of the “social funds of the state” is the 
state budget of the GDR. Its main sources of income are the different “trans ~- 
fers of the state economy". in 1982 their shere of the total income of the 
state budget amounted to 73.2 percent. Primarily for ideological reasons, 
the GDR avoids the concept of tax for this system of levies, as such transfers 
are for the moct part classified from the Western perspective.® Thus far 3 
“main transfer channels" were of decisive significance: The product-linked 
tax, the production fund utilization tax, and the net profit tax. In 1961 
they produced about 100 billion marksin relation to a total income of the state 
budget of 167.5 billion marks.? With the “contributions to the social fund-", 
the CDK is now opening up another source of income. With a type of payroll 
tax, it is expanding the set of instruments to a “four-channel system". 


Sphere of Operation and Significance 


The sphere of operation of the new regulation encompasses in principle the com- 
bines and enterprises of the centrally directed industry beginning with the 
plan year 1984 and the the economic units of the construction industry begin- 
ning in 1985. An additional tax in an unusuaily high volume of 70 percent of 
the wage fund expended must be paid to the state budget. This type of payroll 
tax or wage fund tax is to be included in the prime costs of the enterprise. 
With + ca to this, the decisive paragraphs of the Regulation read as fol- 
lows: 


"§2.1: ‘The contributions to social funds are to be planned on the basis of a 
uniform standard in the amount of 70 percent of the wage fund of workers and 
employees planned for a given year.‘ 


$3.1: ‘The settiement of the contributions to social funds must be effected 
monthly in conformity with the amount of the standard relative to the actually 
expended wage fund of workers and employees.'" 


According to the preamble, the contributions to the funds "are to be planned in 
the costs", as well as more precisely according to $2.2 [are] “a component of 
the prime costs, industrial prices, and thus net production", i. e., ac~ 
cording to the price and cost regulations of the GDR, “plannable and calcu- 





lable.” In contrast to the production fund utilization tax, this tax enters 
directly into price calculation and efficiency accounting. 


In the practice of the enterprise, according to these regulations, for example, 
for 1,000 marks of “actually expended wage funds” for the wages and salaries of 
employees, in principle an additional 700 marks are generated as additional 
costs of this "2. pay envelope”, which beginning on 1 January 1984 on set dates 
within the year flow i.ito the state budget ($3.2). The regulation was issued 
still im time prior to the beginning of the plan discussion and is to be ex- 
pressly considered as an operand for the new planning data of the centrally 
directed industry in the plan discussion for 1984. 


The great significance which the economic leadership of the GDR attaches to the 
new “contributions” and their prompt payment is especially emphasized by the 
massive sanction provisions in the case of overdue payments or, this is inter- 
esting, also in the case of an “incorrect settlement” ($3.4). If, in addition 
to the surcharges for overdue payments, beyond this the threat of an executory 
budget proceeding is raised (through the responsible branch of the GDR State 
Bank), bad experience in economic practice must be present in this regard. Of- 
ficially, however, the “Economic Dictionary" (of the GDR), in the Ist (1966) to 
the 3rd (1978) edition stated under the entry “Executory budget proceeding” 
among other things: 


"Because of the strengthening of budgetary discipline today without practical 
significance". 


A simultaneously published first implementing ordinance !2 stipulates, among 
other things, transition regulations for financial hardships in connection with 
the introduction, in particular a “state profit surcharge” is available for 
temporary support. A special “Directive for the Planning and Supply of a State 
Profit Surcharge”*” likewise takes into account revenue decreases for other 
reasons, in particular changes in industrial prices and agricultural prices 
($2). The “contributions for social funds", without a doubt, are included 
among the “penetrating changes” through a decision of the SED Politburo on new 
"Measures for the Further Perfection of the Direction, Planning and Economic 
Accounting”,'4 announced for the combines by Guenter Mittag in March 1983 at 
the seminar for the SED Central Committee in Leipzig. 


Cunsequences 


The consequences of the new regulation, which are explained only by way of 
example on the basis of some general considerations and without any claim to 
completeness, are extraordinarily complex. Specifically in conjunction with 
price changes (industrial price revision and agricultural price reform), they 
have far-reaching effects--of a scale and weight which are difficult to esti- 
mate at present--with respect to the national economy and the economics of the 
enterprise. For costs, prices and profitability, they are likely to be of 
similar seriousness as the industrial price reform of 1966. Here possibly is 
one of the reasons for the lack of more detailed explanations. Even several 
months after the publication date of the decree (14 April), one looks in vain 
for a commentary; neither in newspapers nor in technical journals can one find 
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it. Only in the short descriptions of new statutory rules in the technical 
journal SOZIALISTISCHE FINANZWIRTSCHAFT No 6, 1985, does one find three short 
sentences. 


The re,orter for the SED Politburo, Horst Dohlus, spoke in June of this year at 
the 6th Session of the SED Central Committee, accordin, to the rendition in 
NEVES DEUTSCHLAND, without any concrete reference only of “perfection”, “pene- 
trating changes” and “adopted measures”.!© The introduction of a new tax of 
similar scope in the FRC, on the other hand, would have immediately found a 
broad echo in the media of the GDR. 


One important clarification, however, can be derived from the decree itself: 
The retail prices"vis-a-vis the population” are not supposed to be affected by 
the increase in industrial prices, the development in practice will become evi- 
dent. 


In general the new regulation aues be seen in the context of a series of--in 
part rather short-term--changes specifically in the sphere of finance, cor- 
rections in the planning order, 18 the decree on acc ounting!9 Or measures to im- 
prove control29 and a multitude of regulations in the sphere of prices and 
costs. 


Probably the most important reason for the date of the majority of the costs 
and prices, as a rule to be newly calculated as of 1 January 1984 (both owing 
to the revision of industrial prices presently underway and a by no means only 
insignificantly changed cost factor owing to the “contributions to the social 
funds") is the elaboration of the new five-year-plan for 1986 to 1990, which 
is due in 1984 at the latest. As much as any improvement in favor of a rela- 
tively realistic cost accounting on the enterprise level in the GDR is to be 
welcomed, the question of « quick conversion and execution in practice within 
a rather short period of time remains completely open, for the enterprises al- 
ready now have to work with the new costs in the plan discussion for the new 
annual plan for 1984. Without a doubt, in so doing the complicated control 
mechanism in price formation, among other things, is completely overtaxed-~- 
which in the end would have to be at the expense of the aspired-to exact price 
calculation and thus in favor of renewed price distortions and “cost cushions". 


As recently as 5 years ago, authoritative financial experts of the GDR, among 
others, after having undertaken general deliberations on the subject of taxes 
of this kind (manpower and wage fund tax, as well as a tax for infrastructure 
expenditure), came to an overall negative couclusion. Since "a gengral price 
increase due to additional taxes under socialism is indiscussible”,“* already 
existing taxes would have to be reduced correspondingly, which all together 
would only have negative consequences. In the meantime, the efficiency condi- 
tions for the national economy as well as for business management have by no 
means improved. 





The volume of the “contributions” and thus also the cost increases in industry 
can be sketched here only in an estimated order of magnitude. According to 
that a range of at least 20 to 30 billion marks per year can be estimated for 
the GDR economy for the standard on the basis of expended enterprise wage 
funds. These revenues would thus amount to more than half of the net profit 
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taxes thus far (1961: About 42 billion marks). However, an additional abso- 
lute amount for the state budget can hardly be expected per balance in this 
volume. On the basis of the different cust changes, a new cost structure re- 
sults with effects on other revenue items. As a result of the price changes 

of the revision of industrial prices presently underway alone, the profitabil- 
ity conditions for enterprises will change again, which after the transition to 
a price basis in 1980 already during the past five-year-plam doteriorated as a 
whole. 


There are sufficient examples for further encumbrances during the current five- 
year-plan. 22 Now wage cost increases would be added in the amount of 70 percent 
of the expended wage fund or of an estimate average oi 10 percent of the total 
costs as the lower limit. In the individual case, cost increases depend on the 
level of the labor intensiveness of production. Carried over into the cost re- 
lations of Western enterprises, this amounts approximately to a suddenly imposed 
tax increase and thus a cost increase in the magnitude of the total ancillary 
wage costs, whose doubling would trigger a wave of insolvencies. In the GDR 
the “state profit surcharge” intervenes here. The contribution to the “social 
funds”, firmly anchored in the prime costs, is a stable equivalent for uncertain 
revenues from other traditional sources of finance of the state economy. It 
can also be better explained in propagenda terms than an increase of the pro- 
duction tax for selected consumer goods. How high, given this compensation, 

an additional return in the state budget might really run, is difficult to say, 
but certainly the SED is hoping for additional income overall. 


Viewed from a primorily managerial perspective, massive incentives for insuffi- 
cient economies of manpower without question continue to stand in the fore- 
ground; both the still popular “hoarding of manpower" and the use [of manpower] 
not in accordance with qualifications will become considerably more expensive. 
The decrease of prime costs through the second and third shift is an important 
goal. Another selected point of view is the changed cost-yield-ratio for in- 
vestments, for domestic construction or the employment of rationalization 
means, in particular robots. The cost ratios in the comparison of labor and 
capital have become somewhat more realistic; likewise it is a step in the di- 
rection of greater significance of enterprise profit. What can be expected is 
a shift of the finance volume within the four ‘thannels” of the tax system for 
the state budget, very probably a decrease of the net profit tax and possibly 
an increase in the amount of taxes of the production fund tax as a result of 
the substitution of capital for labor. A possible displacement of the finance 
volume of tle production tax in favor of the contributions to the social funds 
cannot be excluded. The effects, at any rate, extend to the entire financial 
management of the combines and enterprises. 


In economic practice, nevertheless, all those chances must not be disregarded 
which a “clever” manager of a combine or enterprise, in the course of such a 
comprehensive change in costs, knows how to utilize for the interests of his 
enterprise and which--in spite of intensified state control--can hardly be 
completely eliminated. 


Last, but not least, the cost burden of the new “contributions to the social 
funds” as a whole can--if all facts and problems are assessed--only intensify 
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already existing inflationary trends in tise GDR and thus hardly contribute to 
the solution of its growing economic problems. 
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Text of Decree 


East Berlin CESETZBLATT D#®R DEUTSCHEN DEMOKRATISCHEN REPUBLIK in Germen Part I 
No ll, 4 May 53 pp 105-106 


[Official text of “Decree on Contributions to Social Funds,” signed on 14 April 
1983 by W. Stoph, chairman, Council of Ministers of the CDR, and Schuer-r, 
chairman, State Planning Commission; “First implementing Order” by Schuerer, 
chairman, State Planning Commission and Hoefner, Minister of Finance) 


[Text] Decree on Contributions to Social Funds of April 14, 1983 


In consistent implementation of the decisions of the 10th SED Party Congress, 
the material and cultural living standard of the population is being continual- 
ly improved. The requisite growing social funds are produced by the work of 
the working classes. These means for the reproduction of manpower are to be 
planned in the costs by the enterprises and combines and transferred to the 
state as “contributions to social funds". 


With the introduction of the contributions to social funds, human labor is 
valued more highly in conformity with its national economic significance and 
thus the rational use of social labor capacity and socialist rationalization is 
promoted cnp economic accounting further perfected. 


With respect to this, the following is decreed: 
11 
Sphere of Operation 

This decree applies to 

--state comtines and enterprises of the centrally directed industry, as well as 
the combinrs and enterprises of the construction industry, with the exception 
of the combines and enterprises of the domestic and foreign trade of the cen- 
trally directed industry and the construction industry. 


“state organs, insofar as they have obligations to observe in accordance with 
this decree. 


$2 
Planning and Price Formation 


(1) The contributions to sccial funds are to be planned on the basis of a uni- 
form standard in the amount of 70 percent of the wage fund of workers and em- 
ployees planned for a given year. 


(2) The contributions to social funds are a component of the prime costs, in- 
dustrial prices and thus net production. The inclusion of the contributions to 
social funds in the calculation of industrial prices is regulated by the direc- 
tor of the Office for Prices. 


21 








(3) Neither the prices for products and services vis-a-vis the population may 
be changed by this decree, nor may such changes be made on its basis. 


§ 3 
Settlement and Payment 


(1) The settlement of the contributions to social funds must be effected 
monthly in conformity with the amount of the standard relative to the actually 
experded wage fund of workers and employees. 


(2) The combines must pay the contributions to social funds in full to the com 
bine. The enterprises which do not belong to a combine, and the combines pay 
the contributions to social funds in full to the state by the due dates stipu- 
lated in the implementing orders. 


(3) The settlement and payment of the contributions to social funds must be 
shown in accounting and statistics. 


(4) In the case of incorrect settlement or delayed payment of the contributions 
to social funds, the legal regulations concerning the collection of delay sur- 
charges and the executory budget process are to be applied. The executive or- 
gan is the responsible branch of the GDR state bank. 


§ 4 
Control 


(1) The ministers, directors general of the combines and the chairmen of the 
local councils must, in the process of plan elaboration and plan execution, 
guarantee the proper planning, settlement and payment of the contributions to 
social funds. 


(2) The chief accountants of the state combines and enterprises must control 
that the contributions to social programs are calculated in accordance with 
this decree and transferred by the stipulated due dates. 

Final Provisions 


§ 5 


Implementing orders are issued by the chairman of the State Planning Commis- 
sion jointly with the minister of finance. 


§ 6 
This decree becomes effective for the centraliy directed industry on 1 January 
1984, for the construction industry on 1 January 1985. § 2, par 1 becomes 


effective for the centrally directed industry as of the time of publication. 


Berlin, 14 April 1983 
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The Council of Ministers 
of the German Democratic Republic 


W. Stoph 
Chairman 


The Chairman 
of the State Planning Committee 


Schuerer 


First Implementing Order for the Decree on Contributions to Social Funds of 
14 April 1983 


On the basis of § 5 of the Decree of 14 April 1983 on Contributions to Social 
Funds (GESETZBLATT DER DEUTSCHEN DEMOKRATISCHEN REPUBLIK, I, No 11 p 105), the 
following is determined: 


With respect to $ 3 of the decree: 
11 


If because of the introduction of the contributions to social funds, enterprises 
temporarily do not have at their disposal the planned necessary net profit for 
the financing of the enterprise funds, the financing is to be effected through 
the state profit surcharge. In so doing, the combines and enterprises must 
proceed in accordance with the separate stipulations. 


12 


(1) The combines, and enterprises which do not belong to a combine,must transfer 
the contributions to social funds in plan installments in accordance with the 
cash plan by the due datesstipulated for the transfer of the net profit tax to 
the state budget. Deviations resulting from the monthly calculations on the 
basis of the actually expended wage fund of the workers and employees are to 
be settled in connection with the payment of the second plan installment of the 
subsequent month. 


(2) The payments, in accordance with par 1, are to be effected 

--by combine enterprises to the combines; 

--by combines and enterprises not belonging to combines, to the responsible 
ministry or the responsible locai council. 


(3) The directors general of combines establish the payment due date for com 
bine enterprises in their own jurisdiction. 


$3 


This implementing order becomes effective for the centrally directed industry 
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on 1 January 1984, for the construction industry on 1 January 1985. 
The Chairman The Minister 
of the State of Finance 


Planning Commission 


Schuerer Moe fner 


8970 
CSO: 2300/17 
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GERMAN DEMOCRATIC REPUBLIC 


COST CUTTING MEASURES CITED INM MACHINE TOOL INDUSTRY 


East Berlin STANDARDISIERUNG UND QUALITAET in German Vol 29 No 6, Aug 83 
(signed to press 21 July 83) p 185 


/Article by Dietrich Deutscher, deputy minister for Construction of 
Machine Tools and Processing Machinery: “Effective and Proven Methods 
to Reduce Costs; Combination of Competition and Socialist Enterprise 
Management Leads to an Increase in the National Income"/ 


/Text/ Costs occur in all phases and parts of the reproduction process, 
from the preparation and carrying out of the production to the sale of 

the produced items and output. They occur through the consumption of work 
items, that is, material, and through the use of work resources in the 
form of tools, machines, production halls and the like. Also, there are 
paid wages, the costs for utilizing the output of output enterprises, in 
management and administration, as well as interest, contract penalties, 
rejects, reworking and warranty costs. Also included are such funds as 
the social and cultural funds and performance, awards and reserve funds. 


As everywhere in the national economy, in the production of tools and 
processing machinery as well the absolute and relative reduction of all 
these costs is the main means of increasing the yield and profitability 

of our enterprises and combines, for cost reduction leads to a lowering 

of production consumption, which is a large’ part of the value structure 

of production. National income increases in accordance with the degree 

of success in lowering this consumption. Through intensive efforts to 

lower costs, it was possible to achieve a situation where currently about 

80 percent of the ifucrease in the national income is the result of decreased 
production consumption. 


In the industrial area of 1983, we are setting for ourselves the task of 
achieving an average cost reduction of 3.5 percent. That means, for 
exaaple, cutting material costs by at least 6.5 percent, the costs for 
euvergy, fuels and motor fuels by at least 6 percent and the costs for 
management and administration as well as general costs by 2 to 3 percent. 
Thus heavy demands are on all combines, enterprises and installations. We 
are proceeding from an often-confirmed experience that the workers can 
consciously and actively influence cost reduction when they understand 

the most important economic relationships, are regularly informed about 
costs trends and have clear and specific instructions for their work. 
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High Standards in the Development of New Products 


In the metal-processing industry, about 75 percent of the costs of the 
products are influenced by the findings of science and technology, about 
13 percent in the technological preparation of production and about 12 
percent through the workers in the production process. It is, then, of 
crucial importance to determine costs as early as the drawing board. 

At the beginning of each new development, we orient our engineers and 
design engineers with duty manuals toward the technological and economic 
parameters that give us the guarantee of further improvement in the 
cost-benefit relationship relative to the product to be replaced. 
Basically, for new products we want to achieve a situation where costs 
per unit of the utility characteristic fall by at least 10 percent, where 
the mass-output relationship is improved by an average of 35 percent, 
where the specific energy consumption is reduced by 15 to 20 percent and 
where there is a noticeable rise in theforeign trade effectiveness. 


Proceeding from such concrete setting of tasks, for example, the youth 
brigade "Pablo Neruda” of the parent enterprise in VEB Tool Combine 
Schmalkalden wishes, in close cooperation with science and technology, 
to bring new chaff cutters into production sooner than planned so as to 
make effective the planned 160-ton savings of rolled steel substantially 
earlier. The youth brigade of the lateral-cutter production in the same 
enterprise has the goal of saving an additional 1,000 hours production 
time and of effective a l-percent reduction in the costs for rejects. 
reworking and warranties in 1983. 


Ard still another example: the team of portal milling cutters in the VEB 
“Herbert Warnke” Conversion Technology Combine in Erfurt uses the highly 
productive machines in 1983 in the general three-shift system and thus 
guarantees a daily load of more than 20 hours. In this way, capacity 
reserves on the order of 35 percent can be established, and they have a 
direct effect to reduce costs. In this combine, as a new method in 
socialist competition, the areas rationalization/technology and production 
implementation were called into being under the slogan "engineer-idea- 
initiative-intensification.” The goal is to save an additional 2,000 
hours of labor time or 2 tons of material through each university and 
technical school cadre member brought into this socialist community work. 


Such initiatives provide an example for the entire industrial area. They 
make clear that we are more and more successful in linking competitive 
methods and good socialist industrial management. Our concern is to use 
them everywhere through a broad exchange of experiences. Therefore, such 
methods as the general plan allocation and assigning controllable costs 

to the work teams, the balanced accounting for the competitive results 
through the budget book as a proven instrument of in-plant economic 
accounting, the use of unpaid cost auditors and the exact accounting of 
the economic benefit accruing from the Science and Technology Plan are 
part of the "Joint Orientation for Conducting Socialist Competition of 

the minister for tool and processing machine production and of the chairman 
of the central executive board of the I G Metall /Metal Workers Union/. 
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On the basis and since 1982, we have been conducting a performance 
comparison for selected qualitative identification codes. The comparison 
is related to combines and is oriented toward key enterprises. It also 
provides us important information for long-term corceptual cost work. 

With the cons‘stent orientation of managerial activity toward these tasks, 
the required ruserves will be mobilized for the higher demands placed on 
ccst reductior in the coming years. 


9746 
CSO: 2300/5 
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UTILIZATION OF ECONOMIC MODEL DESCRIBED 


Budapest KULGAZDASAG in Hungarian No 7, Jul 83 pp 58-66 


[Article by Gabor Kornai and Andras Simon: “INFORUM-type Model of the 
Hungarian National Economy") 


[Text] The nations of the world are already relatively 
dependent on an international division of labor, and the 
extent of this dependence is directly related to the 
openness of their national economy. In nearly every 
country they apply mathematical and econometric models 

in the course of planning. For mapping the world market 
processes and linking up the national models, one of the 
most promising international experiments is the 
INFORUM-model system, which is designed to analyze the 
structural changes occurring over a more prolonged period. 
The models elaborated in the individual countries--based 
on input-output flowcharts--can be linked to an inter- 
national commerce model which describes the product and 
price movements of the world market divided according to 
the principal SITC [Standard International Trade 
Classification] grouping of goods. The Hungarian INFORUM 
model can be of help both to high-level and enterprisal 
decisionmaking. The article describes the functional 
mechanism of the model, the structure of the Hungarian 
model and the possibilities of its further development. 


What can the INFORUM model system be used for? 


In recent years, an improvement in the national economic balance situation 
has become a foremost economic and planning goal. The considerable changes 
which have taken place in foreign economic processes are manifested not only 
in the passivity of our foreign trade and payment balance but also in the 
tensions within our domestic economic management processes, The 

greater a role foreign trade plays in the economy, the more important it 
becomes that the individual countries should foresee--moreover should plan--the 
adaptation of their economies to the constantly changing world market 
conditions. But the world market phenomena evolve precisely as a result of 
the changes in the economies and economic policies taking place in the 
individual countries. 
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The possibilities provided by modern, applied economic-mathematical and 
econometric models are utilized at more and more places in planning and 
predicting the economic processes. If it becomes possible to link the separate 
econometric models of the individual countries--similarly and analogously to 
foreign trade relations--economic planning can gain new information which was 
hitherto impossible to do with the use of either the “traditional” planning 
methods or even the most complex national-economic econometric models. 


For nearly 10 years, the international econometric work group referred to as 
the LINK project and directed by L. R. Klein, professor and Nobel laureate, 
has been functioning successfully. the LINK Center in Penssylvania publishes 
a quarterly detailed analysis and forecast of the short-range prospects of 

the world economy, covering 1-2 years, in NEWSWEEK. As its name also implies, 
the LINK project links that national economic and regional econometric models 
of several nations and regions of the world. 


The question arises, why there is also a need to have another model group, 
namely INFORUM, if the LINK project is functioning so well? The answer lies 
in the difference between the two model systems in raising questions and in 
their methods of investigation. 


The LINK project was built from models representing economic booms which 
follow, over a 1l-2-year period at the most, the changes and effects of the 
national economic categories and factors which define short-range capitalist 
booms: the economic growth of the individual countries, their level of 
unemployment, interest rates, foreign trade and payment balance equations, 
inflation, energy prices, etc. In spite of the fact that it is a short-range 
model, technically even 5-10-year forecasts can be made by means of the LINK 
project since, according to the possibilities provided by modern computers, 
the forecast period could theoretically be stretched to infinity. However, 
the national economic content and foundation of such analyses would be rather 
dubious and meaningless because it is mostly capable of sketching only the 
conditional, average developmental trend of economic processes examined in 
the model, if they are free of disturbing factors. The reports of the LINK 
project, applicable to the preparation of decisions primarily of a tactical 
character, provided a reliable forecast of phenomena appearing in reality 
later. This was also confirmed by the experiences of the past few years. 


Instead of short-range changes during economic booms, the INFORUM system 
examines the process of structural changes occurring over a longer period, 
over 10-15 years. It is primarily of a strategic character; thus, it attempts 
to furnish help on which to base mostly developmental decisions. 


The development of the Interindustry Forecasting Model of the University of 
Maryland (an interbranch forecast model), that is, INFORUM, is linked with 
the name of Clopper Almon, professor of the University of Maryland, The work 
group directed by him first built the United States model in 1973.° The 


International Applied Systems Analysis Research Institute (IIASA, located in 
Laxenburg, Austria) also took notice of the expected advantages of INFORUM 
and thus accepted a key role in financing the basic research and the 
experimental calculations and also in the international distribution of the 


model. 

















The international INPORUM system--like the LINK project--consists of 
individual national econemic models. 


Today, the INPORUM model already functions in 10 countries (U.S.A., Zelgium, 
England, Japan, the FRC, Canada, France, Austria, Italy and Norway) and the 
Hungarian, Dutch, Swedish, Finnish, Bulgarian, Polish, Chech and Soviet 
models are in the process of being prepared. It is expected that Mexico, 

the COR, Denmark and South Korea will join the operations in the near future. 


The first experimental linking of the already existing national models 
occurred in July 1982. The joint computer sigulation of the Belgian, Italian, 
French, West Cerman, Japanese, Canadian and North American models led to 
promising results. The individual country models are linked by an inter- 
national commercial model which describes the world market product and price 
fluctuations, detailed in 119 main groups of goods on the basis of SITC. In 
order to have the linking of national models assured, these 119 categories 
must be identical in every model. The models are also identical insofar as 
they are based on the most detailed input-output tables available in the 
individual countries. 


In view of the fact that the calculations based on the input-output tables 
are the same everywhere, the most general version of the model was also 
worked out in the form of uniform computer algorithms. However, the 
essentially identical basic data on the national economies refer to divergent 
economic systems, and eventually also different products and services. 
Therefore, the computer programs provide sufficient leeway for the divergent 
estimation and description of domestic conditions, when needed. Not even 
mentioning the differences in the economic systems, while for instance the 
U.S.A. model is based on an input-output table containing 190 branches, the 
corresponding numbers are 51 for the FRG, 50 for Belgium and 79 for Hungary. 


Using the model (in branch-based detail provided by the data base of the 
individual countries), the fo'lowing can be analyzed and forecasted: trade 
among branches (sales and purchases), use of material by the branches, 

changes in the accumulation of fixed capital according to branches (and kinds 
of products), consumption by the population (according to branches and goods), 
consumption by the fiscal organs (the “government"), exports (according to 
branches and SITC groups), imports (according to branches and SITC groups) and 
changes in stockpiles and employment. 


In their final forms, the national models will also be suitable for analyzing 
and forecasting prices. Currently, however, only the mode's of the U.S.A. and 
of Belgium contain explanations for a change in prices. The forecasting of 
prices by the INFORUM model is perhaps the advancement providing the sost 
information. Although little can be said with respect to the changes in the 
level of prices, the intermediate-range changes in the price ratios play a 
central role in the model. The changes in expenditures modeled in the real 
sphere is the starting point of explaining price ratios. Then the prices 
affect nearly every area of the real sphere. They have a fundamental 
influence not only on consumption but also on exports and imports. Changes 
in exports and imports occur as a function of differences in the domestic and 
foreign expense structures. 
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The model describes the individual processes not independently from one 
another but in terms of their correlations at the branch level. For instance, 
the investments of an industrial branch must be in tune with the changes in 

it production, and its production cannot be disassociated from he needs of 
the other branches and of the population and the budget. On the other hand, 
demand by the population depends on the incomes flowing out through employment 
ard so on. 


Although the synthesis--and at some places already the further advancement--of 
the INFORUM model of individual participating countries is progressing at a 
rather fast rate, the individual computer algorithms uniting the models into 
an international system are still only functioning at an experimental level. 
Namely, the authors of the system are of the opinion that actual linking should 
await the time when a decisive fraction of the world trade can be interpreted 
and forecasted--at least from the national economic aspect--by the INFORUM 
models. Linking can presumably be achieved already within the next 1-2 years. 


However, the currently functioning INFORUM models are already “cooperating,” 
namely through the exchange of foreign trade information derived from the 
national models. For instance, the INFORUM model of the FRG utilizes the 
price forecasts calculated by the U.S.A. model and vice versa. The research 
groups engaged in setting up the INFORUM system regularly advise each other 
as to the foreign market information obtainable on the basis of the individual 
national models, because what are external data to one model can already be 
explained with the help of the other models. 


Hungary's participation in model calculations promises to be useful from 
various aspects. 


In planning our country's foreign trade circulation, the forecasting of 
changes in world market prices has already presented problems. Under the 
current price system, where world market price changes are the basic source 
of forecasting even domestic prices, it is particularly important to obtain 
methods and information which permit the more reliabie forecasting of 
international prices. 


So tar, the domestic modeling of world market prices was hindered by 
essentially two factors: 


1. There was no information base available which would follow international 
price changes detailed in the input-output tables (divided into 50-100 
article-groups). On the one hand, to establish and maintain continuously 
such a statistical data base would entail labor and expenditure demands 
several-fold more than the similar type of statistical work currently used 
in Hungary. On the other hand, it would be virtually impossible to achieve 
it without some kind of international cooperation. 


2. The forecasting of international prices requires such a large research 
setup and the analysis of economic processes outside of Hungary requires such 
special knowledge that they cannot be accomplished with the domestic resources. 
Certain forecasts we have been purchasing from abroad, but these are 
contingent and very costly solutions. 
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Through our participation in INPORUM-model calculations, we can directly 
obtain information originating from the INFORUM models of participating 
countries and--another aspect not to be belittled--results of the most recent 
econometric investiga.ions and their methods. 


After it has been set up, the Hungarian INPORUM model could provide help: 


--in preparing high-level decisions involving questions of structural policy, 
in sketching the action mechanism of comprehensive international tendencies 
and in evaluting far-reaching developmental concepts, by calculating alterna- 
tives, by controlling them and by providing consistency studies; 


--in preparing decisions on the enterprise level, by signaling the 
international tendencies of individual branches, by sketching the branch 
consequences of high-level structural policy and developmental decisions and 
by sketching the consequences of world market changes. 


Between the very aggregated gross economic studies and forecasts and the very 
detailed individual studies involving the market of single products, the gap 
can potentially be filled oniy by an INFORUM-type model. 


Structure of the Hungarian Model 


The INFORUM-type model of the Hungarian economy is currently being prepared 
with the cooperation of the International Economic Comparison Institute (WIIW) 
in Vienna, the International Applied Systems Research institute (IIASA) in 
Laxenburg and the Boom and Market Research Institute. 


In the following, the work already accomplished is described as — partial 
model. 


The central nucleus of the INFORUM-type models is the input-output table and, 
within it, the technological matrix containing the input-output coefficients. 
In the interest of consistent studies and forecasts, it is necessary that we 
have a technological matrix for every single period of the study, that is, 
for every year of it. 


The task is made difficult by the fact that, in most countries, a detailed, 
multiple-sector input-output flowchart statistic is very rarely prepared and 
even the most recent data, in general, reflect the situation 4-5 years befoi +. 
In our studies, we used the following presumption: 


fhe input-output coefficients change relatively uniformly in the given 
direction in the course of the years. Therefore, their changes can be 
described by some trend-type function. Since the coefficients can be neither 
negative nor infinite, in our presumption they are approaching a limit value 
and their changes are described by a logistic trend. Under this approach, 
only those branches will be difficult to handle in which the input-output 
table coefficients change in a U-shaped curve. (For instance, in the case of 
our country, the coefficients of coal mining presumably are such: the high 
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“coal content” of consumption was first decreased ~wer the years followed 
by 4 repeated increase today.) 


Prepared by the Central Bureau of Statistics (CBS) every 4-5 years, the 
so-called “A” version of the input-output table contains the technological 
matrix in which the coefficient matrix also contains the iszport products. 

A detailed, type "A" input-output table consisting of 102 sections was last 
published by the CBS in 1972, and this was considered the starting point of 
our model. (The 1976 input-output table has also been completed but this was 
published without the import matrix.) 


The 102-section model proved to be too unwieldy because some branches play a 
very slight role while data problems arose in the case of a few sections. 
Therefore. it was decided to reduce the input-output table to 79 sections. 
The 79-branch detail defines the scope of the entire model because we have 
to see to it that all submodels will finally be prepared in this detail. 


However, this 79-section detail provides very few data on stockpiling. There 
are data for 1968, 1972, and 1976 at current prices. Considering the widely 
fluctuating nature of changes in stocks, providing the missing data by 
interpolation would probably be an unreliable method. Neither would there be 
better results from the presumption that the composition of stockpiling 
according to branches remains unchanged. (For instance, in many brnaches, 
stockpiling was negative in 1972.) 


The statistical difficulties suggested that the data involving stockpiling, 
together with the input-output table coefficients, should be estimated 
indirectly as the remainder established after compiling the production and 
consumption balance for the individual branches. 


Our method does sot provide estimates of material consumption coefficients, 
matrix element by element, but merely of their sum in each matrix line. We 
can get a direct estimate of elements if we assume that the coefficients 
change in an identical ratio from line to line. It can also be imagined that, 
subsequently, certain elements for which we have other, more precise informa- 
tion will be evaluated by a different methods, and an estimation according to 
the logistic function will only be applied to the other elements of tne line 


For long-range structural forecasts, we would need consumption functions“ 
which are also capable of projecting the changes in the final consumption by 
the population in branch detail--but retaining the structural correlations 
--over a 5-10 year time span. Such ig the consumption model used by us which 
had been worked out by Clopper Almon. 





Almon's function system is based on the “national economic” grouping of 
consumption goods (products and services). The goods more closely related 
to each other within the consumption structure are grouped into broader and 
narrower classes--groups of products and their subgroups. 
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For instance: 


Group S.ogroup 

Foods Meats, cereal products, vegetables, other foods 
Luxury goods Alcoholic beverages, other goods 

Durable goods Cultural objects, household appliances, other 


The model contains the total public consumption detailed in 38 groups of goods. 
It estimates different parameters to characterize the substitutional or 
supplementary relationship among or with individual groups. 


Based on the input-output branch distribution of public consumption, 
established in 1972, the partial consumption model containing 38 product 
groups is linked to the 79-section INFORUM model by a so-called transfer 
matrix. 


The consumption model block, also by itself, is suitable for an analysis and 
forecasting of the public demand stcucture. The direct and indirect demand 
and structural consequences of consumer price chnages can be calculated; the 
model can be used as a basis for consumer price policy. 


Regarding investments, a model has been set up by Gerhard Pink.” The model 
is a version of Clopper Almon's U.S.A. model adapted to Hungarian conditions. 
The basic presumption of the original model is that the volume of investments 
by branches depends on the expected disposa'’ possibilities in the given 
branch. Because future sale possibilities can only be inferred by the 
enterprises from the current situation, the level of im’sstments will be hign 
in those branches the production (sales) of which exhibited dynamic growth 
during the last few years. 


Based on the Hungarian data, Gerhard Fink considers it verified that this 
correlation between past production and investments is also existing in the 
Hungarian economy. The national economic reasons for the correlation are, of 
course, different here: the higher the growth dynamism of the branch, the 
stronger the bargaining position of the enterprises belonging to it to obtain 
developmental means. 


Currently, the model is preparing its forecasts based on Gerard Fink's 
functions. Of course, this does not mean being complegely bound to such an 
interpretation of investments. The program system of the model makes it 
possible to introduce other presumptions either for individual branches or 
for investments as a whole. For instance, the simplest is to treat invest- 
ments as exogenous variables and to use the model to calculate the 
consequences of various investment strategies. 


In the currenc phase of model development, we do not deal with the 
interpretation or forecasting possibilities of socialist exports and imports. 
These are ccasidered exogenous when preparing the forecast. Therefore, in 
the following, exports and imports will always mean non-socialist trade. 








The setting up of export equations’ was preceded by a dynamic analysis of the 
possible correlation between the ratio of world market prices and domestic 
expenditures according to branches and the export structure. The production 
costs were calculated using our estimated ‘nput-output tables, and the world 
market prices were derived from the price data of other members of the 
INPORUM-model system. The analysis showed that the structure of both our 
exports and imports was insensitive to both wor!d market price effects and 
changes in domestic costs during the past 15 years. 


Thus, in the regression equations used to forecast exports and ivports, 
there are no variables defining profitableness--with few exceptions such as 
the export and import of crude oil and its products. 


Depending on the character of the branches, the export equations can be 
classified essentially in three groups. 


Foreign demand is the single determinant of export in branches which are not 
characterized by a full exploitation of capacities and which produce differ- 
entiated goods. Namely, in the case of differentiated goods, there is no 
unequivocal world market price at which the entire supply can be sold. The 
textile industrial branches belong in this group. 


The production capacities (defined as fixed capital assets and, in agriculture, 
as production) are the illustrative variables of the equation in branches 

ere the final product is relatively homogeneous and thus the sale volume at 
the given prices depends essentially on the supply. Such branches are 
agriculture, much of th food industry, the aluminum industry and the in 
industrial branches of basic materials for the chemical industry. 


The third group cortains those branches where the role of export is slight in 
the total production. In these branches, export is a function of world market 
demands but the siphoning effect of domestic consumption can also be demon- 
strated in years when it undergoes greater fluctuations. Such »ranches are, 
for instance, part of the textile industry, the furniture industry and the 
chemical industry. 


“faally, the export by machine industrial branches does not fit in any of the 
groups. Logically, it would belong in the first group but empirical results 
contradict this. Also noteworthy is the charactristic of machine industrial 
exports that, in every one of its branches, the dynoa!* growth of export was 
achieved in the presence of a gradually and continua) ly worsening ratio of 
domestic cost to world market price. The interpretation ana forecasting of © 
the exports of this branch would require 4 special analysis which would 
exceed the limits of simple regression analye.s. 


In the import equation, total domestic demand (final consumption and productive 
consumption) by individual branches is the defining variable. 


At the present time, the equations of the foreign trade block forecast the 
correlations of the past 15 years. 





The more these correlations are changing by having fiscal and price variables 
come to the forefront from 1980 on, or in the future, the more we have to 
modify our equations even if occasionally we cannot provide econometric 
justification for the new correlations. Using the model, other calculations 
are also conceivable which, assuming various behavioral schemes by the 
enterprises and various fiscal and price policies, base forecasting of the 
export on the response reaction of the enterprises. 


The model provides the frames for considering these response reactions but, 
of course, it cannot do without the thorough, logical revelation of the 
functioning of the economy. 


‘4 the assumption of the model, production is identical with demand. The 
as umption that the level of production is decided not by the capacities but 
by the marketing possibilities is confirmed by the experiences of recent 
years. 


The equations of productivity have not yet been evaluated by us. According 
to cur concepts, we will fit simple trends to the data. 


One would be able to forecast the number of employed by means of the function 
of this trend. The labor force can be viewed as exogenous and we can receive 
information about it from demographic forecasts. The labor force and the 
number of those employed, estimated ahead of time, are not necessarily 
identical. The consistency will have to be assured by the suitable selection 
of economic policy--exogenous--variables. 


During the past 20 years, the Hungarian price system underwent many changes. 
The principles and timing of the price reforms were so varied that econometric 
correlations could hardly be set up to explain the change in prices. It is 
possible, however, to estimate the price changee by using other methods and 

to incorporate that into the model. The model, in its present form, is 
capable of price simulation according to the principles of the 1980 price 
reform. We do not maintain that these principles are consistently followed 

in practice. A deeper analysis of enterprisal behavior anc more numerical 
experiences would be needed for the model to furnish reliable price forecasts. 


The Action Mechanism cf the Model 


The model can carry out calculations which simulate the course of intermediate- 
range planning. The equation system--in a greatly simplified form--contains 
those more important correlations which are taken into account by planning 
when it determines the intermediate-range changes of the more major aggre- 
gates. Compared to traditional planning, the model has the advantage of being 
based on a consistent system of correlations which are mstly supported by 
statistical evidence. Another of its advantages is that, in addition to 
aggregated forecasting, it prepares a detailed forecast for branches, which 

is not done by planning. This characteristic is made possible primarily by 
its linking with the INFORUM s;stem. Compared to the traditional plan, the 
model has the disadvantage that the statistical evidence is available only 
with respect to the past: new correlations or changes in the correlations 








are not automatically taken into account by the model. Therefore, every 
application of the equation system must be accompanied by an analysis of the 
new phenomena. Their effect can then be integrated as an exogenous variable 
in the correlations being evaluated. 


In the course of fucecasting calculations, we must solve the same maximal 

task that the planners face. Their goal is an acceptable foreign trade 
balance and utilization of the labor force. (The goal can also be formulated 
differently: maximalization of consumption with an acceptable balance of 
trade, etc. But the problem remains essentially identical.) The means are 
income and investment policy. In the current situation, foreign trade balance 
has the overwhelming weight in the objective function. 


The model can be used to calculate the objectives associated with the 
variables of the individual means (which can be used to achieve them). By 
means of iterative calculations, we can determine the levels of investments, 
consumption, production, etc. which are compatible with the desired goals. 


Currently, a variation of the model is being prepared by LIASA which is based 
on published statistical data available abroad. This model variation is 
suitable for insuring linking with the international model system and thereby 
for transmitting the international results. However, it is deemed advisable 
to build the model at home on a more thoroughly developed statistical basis. 
Expansion of the data would make it possible to develop model areas simul- 
taneously--primarily in the fiscal sector--which could not even be considered 
before. 


Some possible areas where the information base could be broadened and the 
model could simultaneously be developed further: 


-~-Currently, the branch data on exports and imports were evaluated on the 
basis of the binomial Hungarian SITC statistics. The foreign trade price 
indexes were estimated in part from more concentrated price indexes and in 
part on the basis of international price statistics. With precise statistics, 
in addition to the control of earlier analyses, for instance, we could make 
comparisons between the Hungarian export price indexes and the similar, 
detailed branch price indexes of our partners. 


--The 1972 input-output table used in the model is too far removed from the 
period to be forecasted. It would not be too difficult to exchange this with 
a 1980 input-output tabie produced and supplemented with estimations by the 
National Planning Office. 


~-In the current model, the income and fiscal sectors are totally lacking. In 
these areas, because of frequent changes in the monetary sys‘em, there is not 
mic) possibility for a time series analysis. However, because of the expected 
future importance of this area, a statistical evaluation of the past few years 
would be necessary. 


Regretfully, as important as this model block would be from the aspect of 
application, very little of it is ready at the present time. So far we know 
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that the development of the model for this area will have to be based not so 
much on econometry but rather on logical considerations. The data base of 

the 64-section short-range price model functioning in KOPINT [expansion 
unknown] can serve as a good starting point for developing the model block, 
but its elaborations would presuppose independent research on enterprisal 
behavior. This could furnish an explanation of the effect of the fiscal 
sector--through enterprisal reastions--on the structure of production, exports 
and imports. 


Every single block of the current model can be further developed both from 

the national economic and econometric aspect. The blocks already developed 
can also be exchanged with new ones. The adaptation of the model to computers 
was accomplished: forecasts can be prepared on the DATOKG Siemens computer. 
We intend to accomplish further development in such a manner that the con- 
tinuous functioning of the model should not be interrupted. 


As appears from the above discussion, in spite of its functionality in the 
technica! sense, the model still has to undergo a development requiring 
considerable effort. The necessary research would require the contribution 
of many specialists. This work cannot be conceieved without a research 
cooperation involving several institutions. 


FOOTNOTES 


1. The INFORUM system--among them aiso the Hungarian model--is, to a great 
extent, based on the book by Almon, Buckler, Horwitz and Reimbold: "1985: 
Interindustry Forecasts of the American Economy,” Lexington Books, 
Lexington, 1974. 


2. With respect to the Hungarian consumption model, see in more detail Gabor 
Kornai: “Study of Consumption by the Population Using Almon's Econometric 
Model," KOPINT, March 1983. 


3. Almon: “A System of Consumption Functions and Its Estimation for Belgium,” 
SOUTHERN ECONOMIC JOURNAL, July 1979. 


4. Gerhard Fink and Andras Simon: “An Econometric Analysis of Investments in 
Hungary,” International Institute of Applied Systems Analysis, 1983 (in 
preparation). 





5. See in more detail the results of the foreign trade model block: Andras 
Simon: "“Deterainants of the Structure of Hungarian Foreign Trade,” 
Institute of Applied Systems Analysis, 1983 (in preparation). 
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LIQUIDITY CONCERNS, ECONOMIC CONSOLIDATION DISCUSSED 
Budapest GAZDASAC in Hungarian No 2, 1983 pp 5-15 


{Article by Bela Csikos-Nagy, undersecretary of state and president of the 
National Board of Materials and Prices: “Liquidity Concerns and Economic 
Consol idation"] 


[Text] More and more signs suggest that there will be changes in the state 
guidance of economic life in Hungery in the years immediately ahead. The 
Political Committee of the MSZMP ha. created a Consultative Body to prepare 
for them. 


This is the third occasion in the past quarter century that the party 
leadership has taken the initative for the development of economic guidance 
and created a temporary commission for critically analyzing the economic 
situation, for coordinating the guidance system debates and for judging the 
proposals. 


Turning Points in Hungarian Economic Policy 


An Economic Committee was formed in 1957 to study the errors committed in 
economic policy, errors committed following the Second World War in the course 
of switching to a socialist planned economy. In the first half of 1957 the 
committee submitted its proposals for the introduction of a new economic 
policy in a comprehensive document. The Hungarian Socialist Workers Party 
adopted these proposals as its own, as the fundamental framework for a new 
economic policy and as a guide for action. Significant measures were taken 
even in 1957, primarily in agricultural policy. The obligation to hand in 
agricultural products was terminated. Free state purchase based on a contract 
system was introduced. There were changes in the non-agricultural sectors 
also. The principle of profit interest was declared. Wage regulation 

became an autonomous enterprise matter, limited by the government deternina- 
tion of basic conditions for labor affairs and luwer and upper wage limits 

by work categories and by taxation of the wage increment. 


The economic policy introduced in 1957 proved effective for a decade. The 
disordered economy was consolidated very quickly. The financial aid of the 
Soviet Union played a role in this, but in itself this could not provide a 

lasting solution. Contrary to expectations, the socialist reorganization of 
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agriculture went relatively smoothly so that, perhaps for the first time in 
the history of socialist construction: 


--it was not accompanied by a temporary drop in production, and 
“-it became a starting point for intensive development and th spread of 
industrial-type agricultural production methods. 


The socialist reorganization of agriculture freed manpower. For this reason, 
among others, the political leadership regarded extensive industrializz:ion, 
or providing the greatest possible number of new jobs, as the chief line of 
development But the reserves of extensive development were soon exhausted 
and after the realization of full employment intensive development was placed 
on the agenda. In 1965 the Political Committee of the MSZMP created a 
Coordination Committee to prepare for changes in economic guidance connected 
with this and this committee made a proposal for the execution of the 1968 
reform of economic guidance. This reform developed further the economic 
policy introduced after 1956. It put an end to regulation based on obligatory 
central plan directives. Independence, responsibility for decisions made and 
an assumption of risk became the chief eiements of enterprise management. A 
mixed-price mechanism became effective in harmony with this. Some of the 
fixed prices were changed to maximized prices. The free movement of prices 
became possible in a broad sphere, partly because guiding principles took the 
place of price fixing or limits were placed on price changes. 





An analysis embracing the period 1967-1971 showed clearly the positive changes 
which had taken place in the wake of the economic reform. In this period 
economic growth moved between a yearly average of 6 or 7 percent. An increase 
in work productivity gradually became the only source of growth. The deficit 
in convertible exchange relationships, which had been chronic, ended; indeed 
it became possible to accumulate foreign exchange reserves, without restrict- 
ing imports. The ratio of products purchased on the world market even inc 
increased in the production structure and in the supply of goods to the 
populace. The supply of goods improved as the rate of growth in the standard 
of living accelerated. This period of our economic development can be justly 
regarded as a golden age. 


The first oil price explosion imposed by OPEC in the last quarter of 1973 
caused a break in this favorable developmental process. Hungary belongs 
among those countries of the world where the terms of foreign trade deter- 
forated to the greatest degree, losing about 10 percent of its national 
income. The increase in the relative shortage of natural resources within 
CEMA worsened the unfavorable change in world market price relationships. 
this certainly affected Hungary to 1 great extent because the import material 
ratio per unit of extra production is greatest here. 


The following must be taken as a base in judging the problem: follcwing the 
Second World War and up to the middie of the 1960s the annual incremeni in 
energy and material import within CEMA, together with domestic production, 
ensured 90 percent of the supply with a 4-6 percent growth in national income. 


Today Hungary must manage amidst substantially cifferent international 
conditions. Today East-West trade has a structure-determining role, because 
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two-thirds of the industrial raw material needs can be satisfied only on the 
world market, with payment in convertible currency. Import repaid with 
convertible exchange from fuels remains marginal. In this respect successful 
energy rationalization or a deliberate brake on economic growth can only put 
off reliance on the world market. 


Overcoming the balance disturbances caused by the first oil price explosion 
of 1973 took more than 6 years. And then the country was faced with the 
second oil price explosion of 1979. This put the ngarian economy in an 
even more serious situation, despite the fact that in essence we purchased 
petroleum only from the Soviet Union and that price, which must be paid in 
transferable rubles for quotas fixed in contracts, follows the world market 
price as a 5-year average. To put it differently, the effect of the second 
oll price explosion will appear gradually in the Hungarian economy in the 
period 1981-1986. 


The shock effect of the second oil price explosion derived :ather from the 
fact that in part it reached the country in the concluding phase of develop- 
mental programs being carried out with foreign credits. This program 
increased the specific petroleum and oil products needs of the Hungarian 
economy and it became obvious that there would be no possibility of increasing 
the import quota from the Soviet Union in the 1980s. The turn became defined 
by the end of 1978. And it was expressed in the Sixth 5-year Plan embracing 
the period 1981-1985. The plan moderated the annual average growth in national 
income to 2.8 percent, and allocated two-thirds of the increment as extra 
export. In distributing the extra national income the plan gave priority to 
the standard of living as opposed to investments. It calculated that in the 
first half of the 1980s the investment ratio in use of national income would 
decrease from 20 to 17 percent. 


It was presumed that thanks to the economic policy turn the problems caused 

by the second oil price explosion could be overcome in 5 years and that in 
1985 we could begin to reduce the foreign indebtedness. But in the course of 
1981 and 1982 it became clear that the economic situation was more serious 
than expected and that economic consolidation could be hoped for only at the 
price of extraordinary efforts. This explains the creation of the Consultative 
Body. 


The Situation of the Hungarian Economy 


It was easier to get the economic policy turn of 1979 accepted than it was to 
implement it in practice. Several times already Hungarian economic policy 
has used a restrictive money policy to put an end to overinvestment, but 
without success. At the same time the restrictive policy has introduced a 
unique cycle into economic development. The cycles have been characterized 
by two phases. In the firs phase construction and machine investment 
accelerated; withdrawing the money put an end to this. In the second 7p... 
there has been excessive stockpiling. Three complete cycles have taken pice 
in the past 2 decades and the 1979 economic policy turn coincided with the 
first phase of a fourth cycle. The danger threatened that there would be 
excessive stockpiling around 1980 and that a fifth cycle would frustrate 
economic policy thinking around 1983. 








The fourth etockpiling cycle was avoided and the development of the fifth 
cycle has been avoided thus far. But this became possible only with the 
permanent process controls of an operative economic policy. Among other 
things it again became necessary to use the tools of a restrictive financial 
policy, and the enterprises have objected to it. They felt that the economic 
policy of the government could not be counted on and that it was depriving 
them of those financial resources with which they might have satisfied 
obligations undertaken earlier and with which they might finance technological 
modernization. 


We have here a well-known problem of socialist economies. The enterprises 

act constantly under the “constraint” of expanding and making full use of 
capacity. This makes the enterprises materially interested in increasing 
profit or productivity or in reducing production costs. In Hungary this 
constraint increased in the wake of the 1968 economic reform, linking an 
increase in the wage level to a profit increment, 4 situation which ended only 
with the reform of wage contro'!s in 1983. And overinvestment was facilitated 
by the fact that until very re ently the economic reform of 1968 followed a 
practice for several groups of investments (for example, public construction) 
according to which naturally circumscribed parameters and not prescribed 
financial ones were the determining factor ae plan goals. This created the 
practice cf financial underplanning of investmente, especially since acquiring 
supplementary moneys never ran into any special difficulties. The same causes 
led to excessive stockpiling also. 


Among other things it also hindered the regulation of enterprise behavior on 
the basis of the plan that the price reform of 1980 limited authoritative 
price control in industry to a narrow sphere; price fixing was replaced by 
so-called price stabilization mechanisms. Especially worthy of mention in 
this area are legal control of unfair profit, the obligation to report in 
advance an intention to raise prices for selected products and the semianmwal 
veto right of price authorities. But the larger problem derives from the 
financial concessions given to the enterprises, which in many cases were based 
on subjective information. In any case, it was characteristic of 1981-1982 
that despite the repeated skimming of enterprise financial resources the 
enterprises were capable of wage increases and investments exceeding what was 
planned. Real income increased by roughly Z percent in 1981] and a further 
increase could be avoided in 1982 only by a supplementary increase in the 
price of fixed-price products, giving an inflation rate of around / percent 
instead of the planned 5 percent. 


One must add to all this that in 1981-1982 the international conditions 
developed much more unfavorably than could have been calculated at the time 
the 5-year plan was being prepared and approved. Due to the world market 
recession and the prolongation of it, export increased less than planned. As 
6 result economic growth remained below what had been planned. National 
income in 1982 exceeded that of 1979 by barely 2.6 percent which means marking 
time and economic stagnation. And all this happened despite the fact that 
agriculture can record progress which is outstanding even by world standards. 
In a short time Hungary caught up with the leading countries in grain 
production and animal husbandry. In that wake of this dynamic development-- 
although world market prices decreased in 1982--the foreign trade balance of 
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of the foodstuffs economy improved considerably and exceeded what was planned. 
By itself, however, this branch cannot counter the unfavorable development 
in the export of industrial articles in regard to prices and volume alike. 


The partial credit embargo, which the West imposed against the East, reached 
Hungary under such circumstances. The indebtedness of Hungary cannot be 
regarded as excessive. In reality the only unfavorable index is the repayment 
ratio in the convertible relationship, in which the unfavorable term structure 
of the credits plays a role, along with the high interest. There is no such 
problem in the transferable ruble relationship, since according to a 
Hungarian-Soviet agreement the debt piled up as an "oil account” must be paid 
on long term with low interest. 


The partial credit embargo is doubtless a political challenge, one expression 
of the sharpening of East-West contacts. The treatment of the CEMA countries 
as a bloc is similar, namely when Poland is declared insolvent, the West 
judges the other CEMA countries more severely than before too. This hit 
Hungary unexpectedly and among other things it meant that under international 
conditions more difficult than planned we had to begin reducing the existing 
indebtedness in convertible currency in 1983 instead of 1985. This is possible 
only with strict capitalist import restrictions. Thus Hungary, as a member of 
GATT and announcing that it was protecting the greatly decreasing money 
reserves of the country, announced a temporary restriction on imports. The 
government also noted that it was doing this in the interest of improving the 
external balance of the country, emphasizing that it was forced to do this by 
external circumstances outside the sphere of Hungarian organs. A role was 
played in this not only by the credit restrictions but also by the fact that 
protectionist measures in countries with developed marke: systems made access 
to the markets difficult. So Hungary is forced temporarily to control the 
issue of import permits as a function of the foreign exchange available. It 
also announced that it would end the import restrictions to the extent that 
the causes ended also. 


Conditions for Consolidation 


This change in world economic relationships presented the Hungarian economy 
with new types of problems. A transformation of the structure of the economy 
is unavoidable and this is possible only by adapting to the new relationships. 
This must find expression first of all in the state planning of the economy. 


In the emaller CEMA countries with relatively narrow internal markets, thus in 
Hungary also, the traditional system of state planning of the economy was 
based on the supposition that foreign trade within CEMA was the determining 
factor from the viewpoint of economic growth. In accordance with this the 
following practice developed: 

--The 5-year-plan periods in the CEMA countries coincide; 


--the 5-year and annual plans are prepared in 2 phases; 
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-~in the first phase they work out a developmental conception, on the basis 
of which the CEMA countries develop positions represented at bilateral 
interstate foreign trade talks; 


--the plan proposal submitted for approval--as a general rule--is formulated 
when the interstate foreign trade agreements are already signed. 


This planning system is based on plas coordination within CEMA in the chief 
questions of the rate of economic growth and structure policy. The system of 
plan coordination based on foreign trade agreements gave the CEMA countries 
freedom of decision in forming economic policy, but industrial investments 
were determined to a significant degree. 


In such a method of planning the planned course of economic development cauged 
problems even in the period when foreign trade outside of CEMA played only a 
marginal role. One could offer no guarantee that what the plan intended for 
capitalist export from the side of production capacity would really be of 
profit or at the price which the plan prescribed from the viewpoint of the 
balance of payments. 


Thus the fact, in itself, that the plan based the balanced nature of economic 
development on a system of material and commodity balances or with the method 
of balance calculations did not mean absolutely that balance problems might 
not arise. But following the Second World War and up to the first oil price 
explosion of 1973, insurmountable difficulties did not derive from this, 
partly because, on the basis of qutual interests, they respected the right of 
the countries within CEMA to use the export potential conventionally developed 
in the several products to finance in whole or in part the import needs 
appearing in convertible exchange. 


Beginning in the second half of the 19708 the economic guidance system thus 
developed caused more serious operational difficulties in the Hungarian 
economy, since economic growth was increasingly linked to an intensification 
of East-West trade. This is not only a foreign trade relationship probles, 

it also meant--among other things--a new type of task from the viewpoint of 
the planability of the production structure and thus from the viewpoint of 
investment control. As the role of bilateral interstate foreign trade 
agreements within CEMA in regulating economic growth decreased, it became more 
urgent to develop ways and means on which one could base an intensification of 
East-West trade. 


Thus far we have not really asked the question of what fundamental changes 
must be made in the planning system if East-West trade comes to the fore in 
economic growth. One answer to this situation was to declare the openness 
of the plan. But in itself this only emphasizes the hypothetical character 
of the plan, while planning is based on the hypothesis of exactness in a 
number of elements and in its quantitative definition. The lack of suitable 
game rules for economic policy means that even today--lacking a better 
alternative--the state organs regard the computational materials of the plan 
as determining factors when they make decisions. 











The complexity and novelty of this task appear in the fact that its solution 
presumes the preparation of a series of action programs which cannot be 
described with the traditional methods of economic plan preparation. The 
problem is a double one. On the one hand the Hungarian economy, which has 
become open, requires a new type of planning system. On the other hand we 
are in a period of consolidation, when temporarily--in the interest of 
adapting to the changed relationships of the world economy--we gust change 
the routine system of forming economic processes. 


Keeping all this in view, the working out of a develpmental course for the 
economy embracing the period 1980-1985 is taking place under the heading of 
consolidation. We are in a period of consolidation, but we should interpret 
the conditions for consolidation by building them into a system of economic 
planning. The plan is a complex system of tools and actions. The economy 
cannot have two chief goal systems, and two different courses of action 
cannot define it. The paths and methods of approach must be ordered in the 
plan. Thus the action plan for consolidation must be integrated with the 
annual economic plans. 


As a function of the requirements, state planning is enriched year after year 
with new elements, in connection with which the necessity of preparing a 
program arises also. We have prepared action programs for energy rational- 
ization, material conservation and increased use of secondary materials. We 
have on the agenda a review of public consumption and in general those 
questions which might be summarized under the heading of a financial 
rehabilitation of the budget. 


Up to now the chief problem of consolidation remains unsolved--designating 
the path leading to the new growth course and the problems interdependent 
with this. To put it differently, we cannot give an answer today to the 
question of how to turn around the connection which has developed between 
the growth of the economy and the growth of the capitalist import share at 
least until convertible accounting export offers a cover to finance it. 


An interdependent problem of the system of planning which has developed is 
that the end-means link, disregarding the conservation programs already 
mentioned is based only on balance analyses. The intentions of the planners 
are eummed up in these. There is no concrete formulation of those conditions 
under which these ideas might be realized or of those necessary decisions 
which would be needed if there is to be a chance for the realization of the 
the goals formulated in the plan. Since we regard the brake on economic 
growth as an unavoidable, temporary step in the interest of restoring the 
detericrated balance, we should build into the guidance system so-called 
activating elements in addition to the so-called consolidating elements. 


Transforming the structure of the economy presumes--among other things--the 
working out of a comprehensive developmental conception in which there is an 
appropriate synthesis of the natural and technical conditions of the country, 
the expectations within CEMA in regard to the Hungarian economy, and world 
market demand. In 1983 the debetes concerning this conception may be 











expected to reach equilibrium with a clarification of the differences in 
view which still involve: 


--possible versions of an efficient production structure, 


--the simultaneous narrowing or expansion of markets and of products to be 
manufactured and 


--classification of uneconomical production. 
The Fourth Phase of Economic Reform 


The liquidity concerns bring up the further course of the development of the 
economic guidance system in a unique way: 


--There are planned steps which gust be postponed until the process of 
consolidation has come to an end. These include, primarily, those connected 
with the convertibility of the Hungarian currency. 


--There are planned steps which are not influenced by the liquidity concerns, 
and it is a matter of suitable preparation or vision as to when and how they 
will be taken. These include, for example, a modernization of the institu- 
tional system, which will create better conditions than those at present for 
a rational marketing policy. 


--Finally, there are steps which must be taken as soon as possible tecause of 
the liquidity concerns. 


Creating conditions for rational economic calculations is among the urgent 
tasks. Hungary has done much since 1968 so that market factors should have 

an effect in price formation. The competitive price concept was introduced 

in 1980, starting from the recognition that the Hungarian economy is foreign- 
trade sensitive, and thus an equal sign must be placed between economic 
efficiency and international competitiveness. Since 1980 industrial producers 
prices are either linked directly with world market export or import prices or 
are linked indirectly via specific game rules. 


But rational price formation presumes an adequate calculation system, which 
differs fundamentally from the traditional socialist self-accounting system. 
The attributes of the calculation also change not when they are prepared for 
the information of central planning but rather when they must provide «4 
foundation for rational enterprise decisions. 


Two peculiarities of the normative cost accounting used in socialist countries 
must be mentioned. One is that one must account as costs costs which do not 
appear in reality or which do not appear in the prescribed amount. These 
include those costs, a certain percentage of which is taken from the enter- 
prise for purposes of central state financing, as happens, for example, in 

the case of amortization costs and the technical development fund. In 
addition there are costs which gust (or can) be accounted as overhead, even 

if the general cost level is lower than this. 
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The other peculiarity of traditional socialist calculations is the principle 
of adjustment to average costs. To put it more precisely, in price formation 
the cost-plus-profit formula is based on the principle of average costs. The 
cost norms are regulated according to average conditions. This method of 
cost accounting virtually demands a gross system of budget accounting. An 
enterprise can enter the deficit zone even when the price exceeds the limit 
cost. As a result the state budget shows enterprise supporis even when 
receipts are withdrawn from the enterprise in an amount exceeding the sup- 
ports. Despite the price reforms Hungary retains many elements of the 
pr--1968 calculation and financial system. In the course of seasures to be 
expected around 1985 or as one of the most important tasks of the fourth 
phase of the economic reform, harmony will be produced between the 
competitive price and the financial (calculation) syste. 


Import management has become a central problem of the regulator system in 
conmmection with the liquidity problems. A three-phase import sanagement 
concept is being applied. The first phase, so-called strict import manage- 
ment, was limited to the larger part of the second half of 1982. Its basic 
task was to preserve solvency by trying to reconcile the service of the debt 
with the financing of import. This could be done only with a significant 
reduction of import, almost 10 percent. In general this phase of strict 
import management was successful. Production problems arose only temporarily 
and only in a few areas; supply to the populace deteriorated to only a small 
degree. 


The second phase of import management comes in 1983. The following elements 
of it merit attention. 


1. We calculate that there will not be liquidity problems, and thus he who 
has an import permit will also have the foreign exchange. But this can be 
assured only by the new credits that can be counted on realistically and by 
maintaining the import restrictions to a certain extent. 


2. Im place of strict import restrictions we switched to a reference systes 
for 230 learge enterprises. These enterprises use 75 pvercent of the material 
import. Introducing the enterprise reference system serves the goal of 
ensuring the decision freedom of the enterprises in product programming, 
while remaining within customary import frameworks. Fund management and ad 
hoc authorization remain where they have been applied without interruption 
since the introduction of the new economic mechanism in 1968. State 
administrative organs and domestic trade have prescribed foreign exchange 
funds. 


3. Im addiction to tools used to tr. port we can reduce convertible 
import fundamentally by holding down 4. stic demand or making import sore 
expensive. A number of measures have been taken to hold down domestic demand 
and to make import more expensive. The devaluation of the forint and the 
import duty can be regarded as such measures. When issuing the reference 
percentages, we defined those economic policy expectations which are linked 
to the requirement of the economic balance and deviation from which can bring 
exclusion from import or a limit on import possibilities. 
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It is presumed that in good times it will be possible to report to the CATT 
the ending of the restrictive measures; to put it more precisely, it will be 
possible in 1985 to restore gradually, with some modification, the system of 
import management introduced in 1968, which is the reference system, and with 
a new regulation of import rights for definite roducts it can then be built 
into the general system of economic guidance. 


Nineteen eighty-two was the critical period, because the strict import 
management meant a break in the process of structural transformation, which 
is an important condition for the development of the export potential of the 
economy. Looking at it this way, there was a sharpening in 1982 of the 
contradiction between teh shori-ranze goal of putting an end to the liquidity 
problems, on the one hand, and the medium-range goals of structural 
transformation, on the other. 


In regard to technological modernization and structural transformation in 
general the biggest problem is harmonizing the criteria for import replace- 
ment and those for increasing export. This harmonization can take place only 
as a function of the relative prices at the time. Today energy rational- 
ization investments enjoy an advantage over a relatively broad scale as 
opposed to export expansion investments. But the strict import management of 
1982, to which we were forced by the partial credit embargo, is irrational. 
So, in 1983, it had to be replaced with a reference system which takes into 
consideration the complexity of economic processes. And an effort gust be 
made to see that the second phase does not last too long either. 


The experiences gained in the course of preparing the 1983 plans suggest that 
even an insignificant reduction in the amount of foreign credit produces 
serious conflicts in the distribution of national income which can be used 
domestically. The 1983 plan prescribes a 1/2 percent growth in national 
income with a 2 percent decrease in the real income of the populace, which 
means that the pert of national income for accumulations must be reduced to 
12 percent. This rate of accumulation is substantially smaller than the 
S-year plan reckoned with. So when working out a concept for consolidation 
the problem of capital supply must be put in the center; a basis for the 
consolidation process aust be provided by planning the ruble and non-ruble 
relationship balance of payments. 


In close interdependency with this, it is important to put joint East-West 
undertakings on new foundations. Indebtedness based on high-interest bank 
loans means insupportable burdens in some phases of the business cycle. This 
form of capital import puts the risk onesidedly on the shoulders of the one 
using the capital. One must at least examine the possibility of large 
undertakings based on a joint assumption of risk and sharing of profits. 


There is an opinion accordine to which the growth problem can be solved by 
making the economic ties among CEMA countries closer, primarily by making 
production cooperation and manufacturing specialization more efficient. In 
accordance with this they stress a reduction in the differences between the 
economic guidance syrtems of the several CEMA comtries, bringing the national 
economic mechanisms closer together. 
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in any case it can be established unambiguousiy that CEMA hes been and remains 
the chief market for the European socialist countries and that the consoli- 
dated evelopment of th se economies is inseparable from an economic 
organization which reckons realistically with the possibilities and from 
cooperation within CEMA and which takes economic efficiency into consideration 
to an ever fuller degree. At the same time we must stress the differing 
character of East-West trade: 


--on the one hand, in the case of the Soviet Union, where the emphasis is 
concentrated on the enegery and foodstuffs sectors; and 


--on the other hand, in the case of the smaller CEMA countries relying on 
world market import of natural resources, where the financing of this can be 
solved orly in a diversified commodity structure, with enough foreign-exchange 
profit to balance the import need of export products as vell. 


In the former case central guidance of foreign trade is not only possible, it 
is an objective necessity. So there is nothing strange in the fact that the 
several CEMA countries are placing the emphasis on different elements in the 
modernization of the economic guidance system and that of the CEMA countries 
it is Hungary, with an economy most sensitive to foreign trade, which is 
urging every method possible for a socialist country to fit rationally into 
the world economy. 


This is why Hungary entered the ranks of members of the International 
Monetary Pund and the World Bank in which--at least in the sedium term--the 
chief determining factor was not the possibility of getting new loans, and 
under favorable conditions, but rather an opening to the markets of the 
developing world, since it is well known that only member countries can 
participate in investments carried out with credits of the international 
financial institutions. 
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HUNCARY 


CONSUMER PRICES, TWO-TIER PRICE SYSTEM EXAMINED 
Budapest FIGYELO in Hungarian No 34, 25 Aug 83 p 1] 


[Article by Laszlo Gyorgy Asztalos: "The Consumer Prices and the Two-Tier 
System") 


[Text] One of the basic price policy principles of the 
economic reform implemented in 1968 was that producer and 
consumer prices would have better correlation in movement 
and that special purpose price deviations, becoming con- 
Stantly smaller, would better reflect market relations in 
both price systems. Below, by tracing the path of 
Statistical data on prices and budgets, I would like to 
answer the question of whethe this price policy prin- 
ciple has been successfully impiemented in recent years, 
first of all from the standpoint of consumer prices. 


Tax Revenues and Price Subsidies 


Let us first examine the budget disbursements and revenues resulting from 
the consumer prices and, on this basis, the extent and proportions of price 
deviations. 


Budget revenues from commercial taxes rose from 29.2 billion forints in 1975 
to 73.7 billion forints in 1982. During this period the amount of consumer 
price subsidies increased at a similar rate, from 28.9 billion forints to 

64.5 billion forints. However, the relationship between the consumer price 
subsidy and the commercial tax changed, and the pertinent amount of 99 percent 
of the commercial tax in 1975 had been rolled back in the price subsidy and 
was “only” 89 percent in 1982... 


The net commercial tax formation between 1975 and 1952 still does not present 
a very complete picture. The 0.4 billion forint tax increase changed to a 

net price subsidy amounting to 12.3 billion forints as early as 1978. The 

8 billion forint tax increase resulting from the 1979 regulations diminished 
again by 1981 (to 1.5 billion forints), and therefore the attainment of assets 
of 9.2 billion forints in 1982 demanded newer regulations (for example, the 
organization of passenger transport tariffs). 
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Retail sales turnovers between 1975-1982 rose slowly in both commercial taxes 
and in consumer price subsidies (from 2128.4 billion forints to 419.4 billion 
forints). Therefore it is not surprising that the “taxation rate” of retail 
trade increased from 13.4 percent to 18 percent, and that its “subsidized 
level” rose, from 13.2 percent to 15.7 percent. However, we also get a similar 
picture if we compare the consumer price deviations with the budgetary revenues 
and outlays. In this case it similarly becomes clear that, while only 

9.3 percent of the revenues and 9.6 percent of the outlays in 1975 were 
incurred by the consumer price subsidies and the revenues from the commer- 
cial tax, only 15.3 percent and 14.4 percent were incurred in 1982. 


The overwhelming majority of revenues from the commercial tax in both 1975 

and 1962 came from products sold in retail trade. At the beginning of the 
period consumer goods--wine, beer, hard liquor, coffee, tea and tobacco 
products--accounted for more than half of the revenues, while at the end of it 
they accounted for “only” 46.4 percent. Along with the somewhat declining 
ratio of foods and clothing, chemical industry prod:cts--iron industry products, 
vehicles, mineral and oil industry products and so on--increased very sub- 
stantially in taxing importance, since in 7 years the revenues from them 
increased almost fivefold. 


About three-fifths of the consumer price subsidies provide stable price 
support for special products, while about two-fifths of them are moderate 
service prices. However, a significant reorgar:zation took place among the 
products, since the ratio of support for foodstuffs, especially meat and dairy 
products, has dropped by almost half, from 44 percent to 24 percent. In 
contradistinction the demand for price subsidies for products considered 
chemical industry goods--primarily fuels and medicines--rose more than nine- 
fold in these 7 years, from 2.2 billion forints to 20.2 billion forints. Wo 
such fundamental transformation occurred in services and, although they 
doubled, budget subsidies connected with passenger transportation, for example, 
dropped in importance. The demand for price subsidies in other services 

rose at more than the average rate, from 2.7 billion forints to 9.5 billion 
forints. 


The key question in the formation of the net commercial tax is whether the 
fluctuating revenue totals from retail commodity trade can cover the con- 
stantly increasing demand for subsidies for services. Since the tax revenues 
from commercial trade “declined” between 1975 and 1978 from 9.7 billion forints 
to 3.0-3.1 billion forints, the service subsidy demand reached a deficit of 
over 14.6 billion forints in 1977-1978 from 9.9 billion forints. The 1979 
measures raised the revenues from 3.1 billion forints for these goods to 

24.4 billion, the scarcely increasing total revenues of which (8.5 percent 
altogether) were completely sufficient until 1981, although they offered 
rapidly shrinking coverage for the rapidly increasing (by 51.2 percent in 

3 years) demand for service supports. However, to insure the net commercial 
tax revenue of 10 billion forints, as early as 1982 a sudden increase in 
commercial trade revenue (26.6 percent) became necessary, alongside stabili- 
zation of service price subsidies. 
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However, the proportional shifts in consumer price deviations were not 
occasioned for the most part by a modification in the sphere of subsidized 
or taxed products, but by a change in their extent, for example, an increase 
of 11 percent in the so-called normative commercial tax. 


When the internal proportional changes in price deviations occuring in 
1975-1962 are examined, the reduction in the extent of the price subsidy and 
the increase in the commercial taxing level are striking. However, in general 
the gradual coordination of their magnitudes, and even unification in some 
so0ds groups, did not mean complete elimination of the price deviations 
requiring extreme price subsidies to assure tax revenues. A change in the 
sphere of products requiring special price subsidies or assuring a take had 

a much greater effect on the processes occurring in recent years. In other 
words a further rise in their extent has been the characteristic feature. 





The Extent of the Two-Tier System 


After a brief survey of the changes occurring in the components and internal 
proportions of consumer price deviations, we can immediately proceed to the 
development which followed in the relationship of the production and consumer 
price systems to each other. The so-called two-tier system concept is used 
most often for a comprehensive, all-embracing appraisal of consumer price 
deviations. it always compares any net sum of deviations on the so-called 
consumer base comprising .*> definite sphere of personal consumption. 


On the basis of data available to us, we can assess the two-tier formation with 
some error and inaccuracy. 


On the basis of the frequency of indicators we can gain an unambiguous picture 
of the two-tier formation: in the course of several years the 1974 “moderately” 
positive two-tier system gradually became negative and, under the effect of 

the changes in 1979-1980, a two-tier system of several percent became stabi- 
lized. Thus we were unable to attain the planned positive two-tier system 

with a significant magnitude, about 10-15 percent. At best our current price 
system can only be called a one-tier system. 


Rearrangement of Deviations 


The first three indicators show an excessively “pretty” picture. Actually 
quite a few other price aeviations realized in channels different from com- 
mercial taxation remain out of consideration. (For example, rent for local 
administration quarters; theater and opera tickets; support for books, news- 
papers and journals; and the special exceptions for private automobiles). 
Therefore expert opinion holds that indicators which consider these important 
items--"the average subsidy for personal consumption” and “the specific net 
commercial tax"--reflect the actual situation in a more realistic way. 


However, from the viewpoint of economic discernment and long-term price policy, 


the most important price function in my opinion--"complete subsidization of 
personal consumption"--best reflects the real strains on our price system. 
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Except for deviations associated with imports, this indicator cannot be dis- 
regarded in the price formation either and considers such significant factors 

as interest advantages given to owning one’s own home, sociopolitical subsidies, 
subsidies for cement, tile and brick prices and so forth. And in the long 

run the price policy must take these price deviations into account! 


In summary we can state that between 1575 and 1982 the amount of deviations 

in consumer prices increased, the subsidies and “take" sphere remained 
unchanged, and their magnitudes changed in such a way that deviations among 
individual commodity groups within them diminished, and goods with extreme 
values changed. On the basis of all of these things we can say that the 
"joint movement” of production and consumer prices between 1975 and 1982 has 
developed in such a way that the amount, sphere and extent of price deviations 
have not diminished but have increased by way of significant changes and 
reorganizations. 


Therefore it would be better for us to appraise the strains which have 
accumulated thus far in our price system without any illusions and in their 
totality, since only a realistic analysis of the situation can form a base 
to indicate the really achievable objectives. 
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BAKA STRESSES NEED TO COUNTER MINDSET OF FORCES OPPOSED TO ECONOMIC REFORM 
Warsaw RZECZPOSPOLITA in Polish 8 Sep 8&3 supplement p 1 
[Editorial commentary by Wladyslaw Baka, commissioner for economic reform] 


[Text] There can be no question that it is going to be hard to follow through 
with the implementation of the economic reform unless we overcome old habits 
of thought. This is an extremely complex problem. Habits are formed over 
dozens of years, over a period spanning whole generations. They are a product 
of the environments in which men live, of the demands which they must face up 
to, and of the goals they set for themselves. Habits are something that in- 
here “within us," something that is organically bonded with man’s intellect 
and psyche, with his abilities and outlook on the world. This means that 
thought habits are characterized by a great deal of inertia, and various ob- 
stacles are encountered in the course of trying to break these habits. 


At the same time, it does take a long time to break old habits. This is be- 
cause this is a long-term process, and *h« danger of “falling back into old 
ruts of thought” is esrecially great. The only way thi can be accomplished 
is through the consistent and stubborn pursuit of efforts aimed at remolding 
the environments and systems that determine the behavior of individuals and 
entire human systems, efforts which would lead to the eradication of old 
habits through the creation of new habits that are responsive to the demands 
of modern life. 


This process then gives rise to a kind of dual response. The first response 
amounts to open protest and rebellion against “the new." The second response 
consists of a kind of mimicry, the outward feigning of a change in modes of 
perception and behavior, while in reality ceaseless efforts are mounted--in a 
more or less veiled fashion--to return to the status quo ante. In the face 

of such strong public determination and the increasingly stronger display of 
political will on the part of the party and governmental leadership, open 
protests are pretty much a waste of time. However, it is the second response 
mentioned above that poses the real danger. In order to fight this threat it 
is necessary first of all to make a thorough study of all of the ways in which 
this response is manifested and, secondly, to speak openly about these prob- 
lems, to bring them out into the open. This is because a program of psycho- 
therapy on a nationwide scale is needed in order to break old habits of think- 
ing and behaving. 











It would not be very hard to draw up a lengthy catalog listing of all the 
stereotyped notions that are hindering the progress of the economic refora. 
For example, some management officials in industry are unusually conspicuous 
by their habit of waiting around for instructions and directives, by their 
fear of “sticking their necks out,” and by their failure to take any bolder 
initiatives. It could be said that if the number 100 defined the list of 
powers avallable to enterprises, then the nusber of such powers that are 
actually exercised would not exceed 40 or 50, This sort of attitude on the 
part of business executives gives rise to a natural “need” for action by 
superior bodies which, in a certain sense, are compelled to fill the gap 
created by this “abdication.” This, among other reasons, is one of the ex- 
planations that ought to be cited for the excessive proliferation of functions 
assigned to the industrial associations. As ! write this I am, of course, 
fully aware of the fact that, in addition to this factor, habits formed by 
people “at the top” of the hierarchy, when it comes to the way in which they 
think the economy ought to be run, have an impact that is equally strong or 
perhaps even stronger. 


Still, it ought to be kept in mind that the process of breaking old habits 

“at the top” will be made all the easier the more workers’ self-management 
bodies and enterprise management make fyll use of their vested powers and 
authority. This would contribute to the faster and better controlled formu- 
lation of a proper set of realtionships between business enterprises and 
governmental agencies and promote the development of ways and means of running 
the economy that are compatible with the economic reform. 


Here is another example. In talking with management officials one almost 
always gets the impression that they regard the manpower shortage and raw 
materials supply problems as a temporary affair and that, “after the crisis 
goes away, everything will get back to normal.” This is an exceedingly dan- 
gerous illusion, especially so since it contributes directly to the adoption 
of a sort of “hang-tough-and-stick-it-out" strategy. 


Another notional stereotype, typical of a fairly large percentage of profes- 
sional managers, is reflected in the following appeal: “Just let the ministry 
give this enterprise what it needs to get the job done, that is, let them fix 
us up with raw materials and fabricating materials, foreign exchange, manpover, 
investment capital, and so on, and then we will run things like we're supposed 
to." This is sometimes perceived as a cardinal responsibility owed by the 
people “at the top” to the people at the enterprise level. 


"You can’t have your cake and eat it too"--as the old saying goes. In order 
to meet these kinds of demands being made by some enterprises it would be 
necessary to impose far-reaching restraints on the autonomy of other enter- 
prises. This does not mean that providing enterprises with the wherewithal 

to do their jobs poses no problems at all. This is indeed an extremely seri- 
ous problem. However, what we have to do is figure out what this means in the 
environment created by the economic reform. But this is a separate issue 
altogether. 











SOCIAL RESEARCH DIRECTOR COMMENTS ON LIVING CONDITIONS 
Poznan GAZETA POZNANSKA in Polish 13 Sep 83 p 3 
[Interview with Dr Jan Kordos, director of the social research department 


of GUS [Main Statistical Office] by Janusz Kotarski: “How Are We Living?”; 
date and place not specified] 





[Text] [Question] You are occupied with one of the most important areas 
of statiatics, which has great significance for social policy. The source 
of information here is primarily data taken from research on family budgets. 
Indicators and evaluations, worked out on the basis of this research, 
describe the material level of the society and the conditions of our 

lives. What, according to you, should be characteristic of this branch 

of statistics? 


[Answer] The answer can be summed up in a few words: maximum reliability 
in gathering information and its high quality, objective methods for its 
elaboration together with complete honesty in presenting the data. 


[Question] Do the positive trends that have been observed in the last 
several months in the economy, such as an increase in industrial production, 
not the worst results in farming, gradual improvements in labor efficiency, 
have a direct influence on the living conditions of the population, and 

do the statisticians perceive symptoms of improvement in this area? 


[Anewer] The conception of the living conditions of the population is very 
broad. It is hard then to answer this question unequivocally. They also 
embrace an area which often is passed over in family budget analyses. This 
might include the whole sphere of housing conditions, manner of spending 
free time, access to culture, learning, and health care. Living conditions 
of the population also refer to the whole system of supplying people with 
various kinds of products and services. The system of social protection 
and the like also has an influence on them. The abovementioned phenomena 
can be evaluated in a global formulation. However, it is harder to grasp 
them through family budget research. This research, above all, allows the 
evaluation of such elements as: the level and dynamics of income and expenses 
of different groups of the population, the dimension of the consumption of 
basic consumable goods; o7 the basis of the research, it is also possible 
to calculate changes in the costs of living, dynamics of real income 
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together with the level and changes in real consumption. We will restrict 
ourselves here, then, only to those measures which define the living 
conditions of the population, that is, changes in the costs of living in 
nominal and real incomes. 


Progress in this field depends first of all on decreasing the tempo of the 
increase in the cost of living in comparison to last year, and therefore 
on holding back the tendency toward an equally quick drop in real income. 
in the first half of this year the increase in the cost of living in 
comparison with an analogous period of last year amounted to around 30 
percent for working households and around 28 percent for households of 
retirees and pensioners. It is necessary here to add that this increase in 
the indicators of the cost of living was influenced by around 12 percent 
by raised prices last year and by around 16 percent by raised prices the 
first half of this year. 


One should also resember that 1982 brought an increase in the cost of living 
of over 100 percent and for some groups of domestic households even of 
120-130 percent. It is possible then to talk about a great increase in 
prices in the last 2 years which to an important degree influenced our 
living conditions. 


For individual groups of domestic households the increase in the living 
costs was not identical. For example, last year the cost of living rose to 
a greater degree per person for families of lower income than of higher 
income (the increase amounted to 120 percent and 99 percent, respectively). 
For working households, they increased by 100 percent and for retirees 

and pensioners by 110 percent. To a considerable extent, however, the 
influence of these differences on the standard of living was tempered by 
the compensation system. The indicators of the drop in rea! incomes testify 
to this. They dropped in families of low income ‘rom 10 to 15 percent 

and in groups of high income over 30 percent. In evaluating the compensation 
system, it is necessary to state that it worked effectively, clearly 
protecting economically weaker groups. 


[Question] In what way did the increase in prices, which were reflected 
in the increase in the cost of living, influence the shaping of the expenses 
in family budgets? 


[Anewer} There followed first of all a clear increase in the part of the 
expenses for food. It was possible to observe this directly after last 
year's price rises. In 1982 expenses for food made up around 50 percent 
of the tudgets of working families (38 percent in 19861), and they reached 
almost 60 percent of the expenses of retirees and pensioners (48 percent 
in 1981). There also appeared a considerable differentiation in the part 
of expenses for food according to the amount of income per person. In 
lower income groups, expenses for food absorbed a considerable part of the 
budget (over 69 percent). In the first half of 1983, insignificant changes 
in comparison with last year followed in the share of food expenses (this 
share decreased by 3 points for working families and remained without 
change for families of retirees and pensioners). 
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[Question] Let us return, however, to more present matters. What effects 
on living conditions will be brought by the 30 percent increase in the cost 
of living this year? 


[Answer] These effects are not as far reaching as last year. After all, 

a clear parallel increase in nominal incomes took place. They almost 
wholly balanced the increase in the cost of living. The drop in real 
incomes for working households in the first half of this year amounted to 
around 1 percent (around 20 percent last year). Such a high increase of 
incomes minimalized to a considerable degree the influence of high inflation 
on the standard of living of this group of people. It is necessary, 
however, to add that this increase was not the same for all domestic 
househo: =, and for parts of them the increase in the cost of living was 
higher ii. the increase of incomes. At this moment it is hard to evaluate 
what percentage of the domestic households this concerns, but initial 
assessments indicate above 50 percent. 


It is worth adding here that the interpretation of real incomes refers to a 
normal market. During this year, then, this appraisal is more correct than 
during last year, and it is possible to observe a meaningful improvement 

in the market situation. It is not, admittedly, so clear that one can 

talk of a free choice for buyers. However, the market is forcing people 

to give up shopping as a result of a lack of basic products, or the 
necessity of purchasing thet for speculative prices, to a lesser degree 
than last year. As before, however, the indicator of real incomes does 

not give a full picture of real change in the buying power of the income 
obtained. 


Accepting the above Limitations, it is possible to state that real incomes 
of domestic households of retirees and pensioners dropped around 6 percent 
in the first half of this year (around 17 percent last year). In this 
group of people a dynamics of incomes slightly exceeding 20 percent was 
observed. This is not homogenous with respect to the drop of real income 
either. 


[Question] And a final question. Are we living better? 


[Answer] The effects of the improvement of the general economic situation 
for the material conditions of people are as a rule postponed in time. 
Economic stabilization normally precedes an increase in the standard of 
living. Economic crisis does not as a rule cause immediate worsening of 
the living conditions of people. They hold steady for a certain time at 

the old level. Of this we have the best example in our most recent history. 


The answer to the question of whether we are living better cannot be 
univocal. Within regard to a certain improvement of the market situation 
and a considerable increase of incomes for a certain segment of domestic 
households, where incomes exceed the increase in the cost of living, this 
group of domestic households are living better than last year. But for 
that segment for which the increase in the cost of living was considerably 
higher than the increase in nominal incomes, the answer is negative. It 
is possible, however, to speak about a clear halt in the regression of the 
living conditions of people. 
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it is characteristic that this regression, having gone so far last year, has 
not developed, up to now, essential changes in the behavior of families, 
especially working ones. On the basis of our research, although it is not 
of course complex and devoted to this subject, one can think that the 
tendency toward undertaking, for example, extra work, and earning greater 
incomes in this way is minimal enough. Moreover, we are observing a 
phenomenon whereby people gladly, though not forced by the situation, are 
going into retirement and on educational leaves, and the like. Of course, 
such an evaluation eludes statistics and ought to constitute a contribution 
to sociological research. This constitutes, however, indirect proof that 
the mechanisms of the economic reform are still not working to the fullest, 
amd therefore, its influence on the material conditions of families is 
still not noticeable to a sufficient degree. 
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ROMANIA 


BRIEFS 


OIL PROTOCOL WITH USSR--The proceedings of the 18th session of the Romanian- 
Soviet standing working group for economic and scientific-technical coopera- 
tion in the area of oil processing and the petrochemical industry took place 
in Bucharest 27-30 September. The group examined the current stage of in- 
plementation of the major directions of production specialization and sharing 
between the Soviet Union and Romania in the areas of oil processing and the 
petrochemical industry in the period ending in 1990, and worked out proposals 
for increasing the volume of mutual deliveries in the 1986-1990 period. It 
also discussed scientific-technical cooperation in the construction of cer- 
tain processing and petrochemical facilities. A protocol was signed on the 
occasion on W September. The document was signed for Romania by Ion Bivolaru, 
deputy minister of chemical industry, and for the USSR by N.I. Sorokin, deputy 
minister of petroleum refining and chemical industry. During his stay in 
Romania the Soviet guest was received by Gheorghe Caranfil, minister of chemi- 
cal industry. [Text] [AU091652 Bucharest SCINTEIA in Romania 1 Oct 83 p 5] 
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YUGOSLAVIA 


EDITOR REFUTES ‘LEFTIST’ ARGUMENTS AGAINST ECONOMIC REFORM 
Zagreb DANAS in Serbo-Croatian 20 Sep 83 p 14 


[Editorial by Zivko Milic: “Leftist Rhetoric or How To Frighten the Working 
Class” ] 


{Text} If we quote from the Talmud, and not just K. Marx, we can shed light 
on the nature of unjust international economic relations, but we cannot avoid, 
still less explain away, the 20 billion in debt which in coming years, in 
huge obols of convertible kudos, we will have to--if not repay--at least re- 
duce to a more tolerable measure. Leftwing rhetoric, not only that pseudo- 
radical rhetoric, but also the rhetoric which is brandished from time to time 
by our more visible leaders and many people concerned about our ideological 
soul, seems now to be hurting more than helping us. 


Since that dramatic night in the Assembly when Milka Planinc announced with 
unusual calm that in accepting the conditions for refinancing and the inter- 
nal mechanism for paying off the credit we have chosen a difficult path to 
international solvency, but one that was easier than all the other solutions, 
leftist rhetoric has sprouted wings which should not be ignored, but neither 
should it all be put in the same basket. Its political palette contains mes- 
sages which are not only differently shaded, but even messages which are mu- 
tually contradictory and irreconcilable. 


When, for instance, Raif Dizdarevic, as quoted by a foreign newspaper, de- 
clares in his position as (former) president of the Assembly, that “interna- 
tional capital is trying to blackmail Yugoslavia, is taking advantage of dif- 
ficulties in the repayment of debts, and is posing conditions which represent 
a demand for a change of the social order,” then that leftist rhetoric used 
during finalization of the negotiations with the Western creditors signifies 
drawing the Line beyond which we will not go at any price either as a society 
or in terms of policy. 


Something similar might be said of the words of Sergej Kraigher, also quoted 
abroad, to the effect that “there have even been cases of pressure aimed at 
changing the laws in effect in our country in order to facilitate the infil- 
tration of foreign capital and tochnology into our economy.” 











it is not a matter of indit‘erence to us how these declarations and our en- 
tire situation are interpreted, say, in Prague, but the most important thing 
is how they are read in our own country. An amiable professor (L. Markovic) 
whom no one seems to have got mad at as 4a consequence, even developed the 
thesis, right in the pages of this weekly, that our own domestic bourgeoisie, 
as be put it, has become the long arm of international capital and on its ac- 
count has been exploiting and encumbering with debt not only the present gen- 
eration, but also future generations of Yugoslav proletarians. 


To the extent, then, that leftist rhetoric helps us not to forget the exploi- 
tative, usurious and so on nature of international capital, that radical and 
pseudoleftist rhetoric to an equal extent frightens the working class and 
others as well. To put it in the crudest way, what it means is that the 
League of Communists of Yugoslavia has betrayed the state to Western capital 
and has thereby jeopardized not only its independence, but also all the revo- 
lutionary achtlevements which, taken as a message, is the opposite to the mes- 
sage given, often in harsh leftist rhetoric, by those who voted in the Assen- 
bly. 


Hanover “anufacturers--or whatever other term in the banking consortium we 
comducted the negotiations with--does not sound high and mighty, but it 
stands as @ reality which, though we be communists, we cannot avoid nor 
change overnight. America and England will perhaps be a proletarian country, 
but even then, as we know well from history, debts will have to be repaid. 
With interest. The alternative is for us to attempt what has already been 
tried on a sixth of the globe that many years ago and which is now being re- 
peated--or rather caricatured--in a more modest space which we call the blind 
gut of the Balkans. In the Assembly Milka Planinc did not elaborate what 
would happen if we had selected that steepest way out of the crisis, bur this 
can be figured out with a minimum of fantasy. 


Fven now that we have chosen the additional credits and opted for a breather, 
things are not going easily at all. Yet would the efforts and sacrifices of 
the working class look like if we had had to choose autarky, an economic 
ghetto, if we he! been thrown out of the world monetary and trade systen, if 
we had fettered ourselves with the shackles of isolation and technological 
lag, if a measure of understanding had not been shown both by the capital- 
istic ' «t and aleo by the socialistic Fast. 


No one has yet argued except in pseudoleftist rhetoric that the level of uti- 
lization of foreign capital has decisively contributed to the crisis situa- 
tion of our economy and to its difficulties in international trade. On the 
contrary, all the arguments support the assertion that we contributed to all 
thie ourselves. What, then, is the weight of the thesis that international 
capital, the IMF, as well as the Western governments, are imposing on Yugo- 
slavia exceptionally difficult conditions precisely because it is socialist, 
nonaligned or self-managing. Those same or still more difficult conditions 
are being imposed on capitalistic Mexico, capitalistic Brazil and dozens of 
other major debtors. 





here 1s also quite J nit to he sai , iT inswe?r ts the lett st ‘ mdcemnation 
ind in support of the assumption that precisely because we are independent 
ind because we intend to remain so, we have encountered an understanding 


which is not tar from a situation where the interna’ ‘ ona cmunity and the 
dominant factors in it see that as being in their own interest. ‘or is it 
difficult to prove that in helping us to get on our feet, ¢ ing mostly on 
ur own resources, major international! capital is more interested ir jring 


the debtor than in choking him. 
The pseudoleft and the left have crossed spears concerning the specific recc 
mendations and demands of the International Monetary Fund (that we apply a 
realistic rate of exchange of the dinar and a realistic rate of interest 
which will not be less than the rate of inflation), forgetting that the un- 
happy state of the dinar is not a reflection or the capitalistic West, but 
ur own mirror. If at tiie outset of building a socialist society we volun- 
tarily and consciously decided to join the international division of labor 
ind develop through it, if we accepted the rules of economic competition and 
verification, what reason would we now have for insisting that until the 
world changes for the better we will participate in this difficult and cruel 
game according to some special rules and norms of our own? 


Caution, then, in the use of leftist rhetoric when we utter it and when we 


listen to it. At least as cautious as in quoting from the Talmud. 
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YUGOSLAVIA 


ECONOMIST DISCUSSES DEFECTS IN TAX POLICY 
Zagreb DANAS in Serbo-Croatian 6 Sep 83 pp 6-7 


[Article by Dr Marijan Korosic: “The New Taxes and Social Justice: Why the 
Monetarists Are Losing the Battle on Our Soil™] 


[Text] Among its other features economic policy in Yugoslavia is character- 
ized by an excessive reliance on credit and monetary policy and too little 
reliance on fiscal policy. Om the one hand the postulate holds sway that in- 
flation is a monetary problem, while on the other there is the fact that fis- 
cal policy has not at all been set up so that in addition to fiscal require- 
ments it would also meet the economic needs of the moment. For the moneta- 
ristic view of the world this is allegedly a fortunate circumstance, but it 
has turned out to be a very unpleasant circumstance for the economy and for 
the directions economic flows have been taking. That is, a harsh restrictive 
policy on money has not managed to reduce inflation (in a time of restriction 
of money aggregates inflation has even risen considerably), but on the other 
hand it has “succeeded” in reducing production. The monetarists are losing 
the battle on our soil, but that is not exactly any particular consolation 
when we have had to feel “to the quick” the negativeness of that kind of pol- 
icy. 


Inflation is a monetary problem in the sense that it simply would not occur 
if there were no money. But inflation is much more than a monetary problem. 
it is first necessary to stabilize the distribution of income and everything 
related to that distribution. If that is not enough for stabilization, the 
mechanisms for restriction of demand should be used. If even that is not 
enough, the monetary brakes need to be put on in order to prevent excessive 
growth of the money supply. 


Straightening out the problem of distribution, which we have here put in 
first place, presupposes the combination, mutual complementarity and align- 
ment of two policies: income policy and fiscal policy. Both must have the 
ultimate aim of implementing the principle of “every worker must realize the 
same income for the same quantum and quality of labor.” Here the principle 
of equality, in the sense stated, is placed very high, since fulfillment of 
that principle is a precondition not only for the effective functioning of 
the system, but indeed for its very survival. 
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Decentralization 


Fiscal policy deserves criticism, as we have already said, above all because 
it has been used mostly as a method of bringing in money for the treasury, 
and its economic and social welfare functions have been neglected. Which is 
why it was not used to regulate economic flows, supply anc demand, to reduce 
economic and social differences. In other words, it was “depoliticized,” and 
to a large extent this is the reason why too much use was made of the mone- 
tary apparatus, even against the wishes of the monetarists, and that has 
proven to be inadequate and therefore harmful as well. A high degree cf fi- 
nancial decentralization (among he greatest in the world) and fragmentation 
(the huge number of institutions in the fiscal system) were achieved in close 
correlation with the process of depoliticization (or as some call it--defis- 
calization). All of this led to the high degree of financial siphoning of 
resources from one sociopolitical community to another as well as from one 
budget to another and one self-managing community of interest to another. 


What changes in the sphere of taxes and contributions are envisaged by the 
lamg-Range Economic Stabilization Program? Above all, they are the follow- 
ing: 


i. reduction of the share of taxes and contributions to finance government 
and social! service expenditure in the social product by 5 percentage points; 


ii. greater reliance on the income tax and less on the turnover tax; 


iii. the portion of the contribution to compensate social services is to be 
distinguished in the personal income by introducing the gross personal income 
as an instrument of workers’ control; 


iv. nationwide defense and social self-protection must have permanent and 
stable sources, and the financing of the YPA [Yugoslav People’s Army] has 
special attributes by contrast with the other forms of zovernment expendi- 
ture; 


v. a heavier burden is to be pit on personal income and income from activi- 
ties outside the socialized sector, where opportunities are opening up to 
realize income without obligations to society, with little work, indeed with- 


; 


out any work; and 


vi. organizing an up-to-date, professional and effective public revenues 
service with an adequate monitoring function. 


The first goal of the changes announced is to reduce the share of taxes and 
contributions in the social product by 5 percentage points as the anti-infla- 
tion program is carried out (up to 1985, but if implementation is delayed, 
then that is the goal for a few years later than that). We should take into 
account that the share of income to meet the needs of government and the so- 
cial services increased in relative terms all the way up until 1976. This 
was an expression of unplanned and spontaneous decisionmaking contrary to the 
system of norms which were in effect. It is difiicult to say why this 
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happened. We would have to call upon sociologists and political scientists 
to help us. There are countless examples of the proliferation of the network 
of institutions. Recently, for example, people have emphasized these fig- 
ures: we have 18 universities, 8 academies of arts and sciences, more than 
500,000 university students, about 500 independent scientific institutions 
with 12,000 researchers. And what stands behind those numbers, Jovan Miric, 
a pelitical scientist from Zagreb, wonders, and he answers: “An academic and 
dignified answer cannot be made to that question.” 


The Bureaucracy 


The institutions have been created, and the bureaucratic apparatus has been 
growing. In the time of expansion of government and social service expendi- 
ture the smallest portion has gone to investment projects--schools, hospi- 
tals, electronics, and so on--and most has gone for personal incomes. This 
has been another of the ways in which society has been bureaucratized. 


The demand for reduction of all forms of expenditure has been pursued ener- 
getically since 1977. By the end of 1982 the share of that expenditure had 
been reduced in the socialized sector of the economy by about 3 percentage 
points. The quantitative increase in the number of beneficiaries of services 
rendered on the principle of solidarity has expanded the network of institu- 
tions in the social services, and in the gap, given the reduced resources, 
there had to be several significant consequences: the social services were 
reduced to beggary, prospects for development are very poor, and the quality 
of services is lower than the technical and scientific possibilities and the 
human potential afford. The discrepancy between the policy for development 
of the social services and the possibility of financing them has reached the 
point of white heat. The resources allocated from income are large in terms 
of the absolute level they have reached and their relative proportions, but 
they are too small compared to the educational, health care and other systems 
which are the basis of the expenditures incurred. 


According to the stabilization program the widening of that gap will get 
worse. Why are we so pessimistic? First of all, the new goals of fiscal 
policy do not signify only a reduction of tax rates, but also a reduction of 
the volume of taxation. The economy is in a state of stagnation, but a re- 
duction of its obligations will not bring greater opportunities for expansion 
of production. The well-known theories in the world (the Laffer curve) are 
not applicable in our case. The entire reduction of taxes will not be suffi- 
cient even to cover the higher interest. Accordingly, reduction of taxes 
will not increase the economy's accumulative capability, which is the basis 
of the entire proposal. There has, then, to be an absolute reduction of the 
resources for the beneficiaries of taxes and contributions as a whole, which 
could have far-reaching and mainly unacceptable consequences. Even now the 
funds of self-managing communities of interest are showing losses, and the 
budgets are showing deficits. The policy of reducing government and social 
service expenditure is being conducted without a countermeasure that would 
balance the income and expenditure sides of the accounts of fiscal institu- 
tions. Nothing is done to touch the network of institutions nor the rights 
which have been acquired under social security, medical insurance and other 


67 











types of insurance. No serious thought is being given to the possibility of 
having individuals share with their own resources in the costs of medica! 
treatment and education. The resources which the population possesses are 
large, the attention of fiscal policy has now been turned toward them, but 
those resources are not being channeled toward better medical treatment and 
education, but are being spent here and there. 


Nor does all the evil come from excessive government and social] service ex- 
penditure. The idol of all anti-inflationists--West Germany--nas one of the 
lowest rates of inflation, but its expenditures for social welfare and budget 
expenditure are not small. Perhaps the example cannot be compared to our 
system, but nor should we nevlect the experiences of others, and they indi- 
cate that there is no direct connection between taxes and inflation. The 
troubles come from the fact that those elements of social expenditures which 
by their nature are inelastic are not planned on a long-term basis, that all 
forms of deficit financing of public spending over and above the money accu- 
mulation created in other sectors are not avoided (that is, that primary note 
issue is used for this purpose), that the existing institutions are not being 
brought more actively into conformity with the role of stabilization in the 
system and that current decisions in the system of public financing are not 
being vertically and horizontally harmonized as they need to be. The general 
balance sheet--says Pero Jurkovic of the School of Economics at Zagreb Uni- 
versity, who is familiar with this subiect matter, is the «ost important 
mechanism for coordination, and it, complemented by a precise decisionmaking 
procedure, affords the possibility of following up on the policy that has 
been agreed on. Otherwise the system of meeting government and social ser- 
vice needs goes in a direction opposite from the goals of stabilization. In 
actuality it will continue to be a destabilizing factor, however much the 
rates and volume of taxes and contributions are reduced. Incidentally, no- 
where has there been a speedy solution to inflation. 


The Defects of the Svstem 


A further goal is relative reduction of the turnover tax and an increase in 
tie income tax (in the socialized sector of the economy). It is usually said 
that this would alter the motivation of sociopolitical communities, since in 
a case of poor business performance, there would be no revenues. I think 
that this is a reason of secondary importance. Direct taxes--and the incone 
tax is one such, are more socially just. That is another reason why the 
present system should be changed. Aside from all the inequalities in Yugo- 
slav society, there are also considerable inequalities in the burden put on 
those who use the resources of society when their economic strength is taken 
into account. A clear conclusion follows from the analyses made in the Eco- 
nomics Institute in Zagreb to the effect that fiscal policy is characterized 
by duality between the tax burdens to meet government purposes and the tax 
burdens for the social services. The tax burdens to meet the needs of the 
government (budgets) have been in progression relative to income, but at the 
same time they are also characterized by a great unevenness from sector to 
sector. The instruments for meeting the needs of government are character- 
ized by a certain voluntarism and by a not exact!y consistent and uniform at- 
tempt to compensate to some extent the differences that occur from sector to 
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sector in primary distribution (through prices and similar changes) through 
the policy of differing rates for the various sectors, and then by tax exemp- 
tions and similar actions. Om the other hand the burdens to meet the needs 
of the social services are regressive compared to income, and in practice 
they are proportional to the resources intended for the personal incomes of 
the workers. 


The combined effects of these two burdens are such that they markedly augment 
the differences from sector to sector. The total burdens on income are mani- 
festly regressive, and the differences in net income (after taxation) are 
greater than the differences in income (hefore taxation). This indicates the 
profound defects in the present fiscal system. That is why the proposals 
must necessarily make up for the turnover tax to some extent with revenues 
from direct taxes. Of course, there is also a need for a certain caution in 
meeting that requirement. A sizable portion of personal expenditure is today 
based on income that does not derive from personal income, so that a portion 
of consumption is perhaps undertaxed. And then there could be relatively 
higher taxation on exporters than there has been up to now. There could even 
be a drop in the economy's formation of capital. These objections, however, 
can be avoided above all by exempting income from exporting (should there be 
any) and by introducing tax incentives for increasing depreciation (capital 
formation in other words) and through a relative augmentation of other tax 
revenues from individuals. 


The goal of heavier taxation on individuals is clear. As the country has be- 
come industrialized, the value of property has also risen, income derived 
from property has increased because of development of the economy and of the 
cities, through expansion of various activities outside the socialized sec- 
tor. 


The present system of taxes on individuals also envisages taxation of various 
forms of property and income from property, but the tax rates are often mild 
and undifferentiated, and the tax services in opstinas are not sufficiently 
equipped to monitor changes in property and the realization of income from 
property. 


Property Tax 


The exemption that has been in effect up to now of income from savings depos- 
its in the form of interest should rightly be retained in the future until 
the goals of stabilization are achieved and until balance is brought about 
between investment and accumulation, in which personal savings represent one 
of the most important components. The tax on the total income: individuals 
probably should have a stronger redistributive function. This would be 
achieved by decreasing the untaxed portion of the total income of individu- 
als, but somewhat less steep progressions would have to be adapted to this. 
It is extremely important that it become a uniform instrument for taxing all 
individuals, and not only individuals who are employed, those whose income is 
recorded through giro accounts. 
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faxation of personal property must be thoroughly worked out and examined with 
all its possibilities and consequences. A judgment should not be arrived at 
hastily. Up to now we have had an amarchica!l avyetem of obtalning ‘ou 


he consequences are immeasurable. Weeren’ cottages and weeker'tem or such 
large scale have become a pecullar Yugoslav phenomenon thant ibove all ft 
this system whereby housing is obtained and allocated, Sut 4's0 because there 
is no worry about paying for medical care, paying tuition for cuildren, or 


saving against the case of losing one's job. Aside from that, under the con- 
ditions of development it is normal for individuals to have a certain amount 
of savings left over from their personal income from employment or from some 
other form of income. That kind of saving should even be encouraged. How- 
ever, there is nowhere to put that surplus of income. It can be put only in 
a savings account, where inflation diminishes it bit by bic. Opportunities 
have not been worked out in the system for productive investment of money re- 
sources, except in unproductive weekend cottages. The tax system will not 
solve this problem, and it would be better at present to refrain from the pos- 
sibility of taxing property. It might do more harm than good. 


Finally, we should still emphasize one bright side of the present fiscal sys- 
tem: the taxation of private farmers. The question of deriving profit from 
farmland is an old one: it has been debated since the first professional! 
economist (Adam Smith) up to the present day. Exemption of the income de- 
rived from land was regarded as a lifesaver. Given those conceptions, and 
even at the present time, the cadastre income was a technical means of re- 
solving this issue. It is both stimulative and simple to apply. it has been 
in effect in our country for three decades, and it ought not to be replaced 
or supplemented. 
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YUGOSLAVIA 


BELC2ADE RADIO REPORTS ECONOMIC SABOTACE IN KOSOVO 
AU081610 Belgrade Domestic Service in Serbo-Croatian 1400 GMT 3 Oct 83 


[Text] Economic Stabilization has been discussed at several meetings held 

in Kosovo this week, The province's working people are turning their atten- 
tion more and more to the problem of economic trends. Nevertheless, indus- 
trial production is still stagnating. The reasons for this situation are 
many, but the main ones are a shortage of raw materials, inefficient utiliza- 
tion of production capacities, and accumulated subjective shortcomings. Our 
correspondent Miliaayv Milic reports; 


[Begin Milic recording] The Kosovo economy, too, is suffering from a shortage 
of funds. Its debts to banks exceed 30 billion dinars. The province's economy 
is also weighed down by some 120 billion dinars of dead capital because it is 
still watting for the completion of its ferronickel plant, a thermoelectric 
powerplant of the Kosovo-B electric power system, several plants in the Trepca 
combine, and the Ibar-Radinjic water resources system. These capital construc- 
tion projects amount to 70 percent of the province's total investments. Last 
year, the total social product of the Kosovo economy amounted to 62 billion 
dinars. 


The impression is that Kosovo people are still not aware of the seriousness 
of the economic situation, This is also the reason for their insufficient 
efforts for more efficient utilization of economic production capacities. 
Production is declining in 14 of the W industrial branches. The enemy is 
striving to exploit the difficult economic situation; he is inflicting con- 
siderable material damage through perfidious acts of sabotage, idleness, and 
araon,. Several cases of undermining the economic basis of soctalist construc- 
tion have been recorded recently. There have been several fires and break- 
downs in the Trepca combine, and in the Obilici coal mines breakdowns of exca- 
vators and deliberate cuts in conveyor belts are frequent. 


Sabotage and other forms of undermining the economy have been more and more 
openly talked about recently. Demands have been made for a change in behav- 
lor and awareness as well as for greater responsibility. The 90,000 commu- 
nists are more and more determined to put an end to idleness, irresponsibility, 
carelessness and ail other intolerable attitudes and acts. The LC Provincial 
Committee of Kosovo will hold a session toward the end of next week, and it 

is expected that it will provide answers to many questions pertaining to the 
current economic situation in Kosovo, [End recording) 
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YUGOSLAVIA 


KOSOVO CHAMBER DISCUSSES TRADP WITH ALBANIA 
AUO51222 Pristina Domestic Service in Albanian 1899 GMT 4 Oct 83 


[Text] The Kosovo Economic Chamber Presidium and the Coordinating Council 
for Economic Relations with Poreign Countries today held a meeting with the 
representatives of the province's export-import economy at the organization 
of Poreign Trade, EXIMKOS, in Pristina on cooperation with the People's So- 
clalist Republic of Albania. 


They discussed the present mutual econonic cooperation with that country. It 
was stated that this cooperation was intensively developed from 1973 onwards, 
but that it began to stagnate in 1940. This is especially worrying, bearing 
in mind the political situation. As was emphasized at the meeting, the eco- 
nomic cooperation needs to progress. 


For the present medium-term period, on 4 national level, the mutual exchange 
of goods was planned to be $720 million, or $145 million per year, but this 
was not realized. The general volume of exchange for this year, as antici- 
pated, should be $126 million, which is a deal greater than has been realized 
this year. 


During this year’s period $22.3 million worth of exports have been realized, 
whereas imports have been $32 million. On the other hand the structure of 
the exchange is quite satisfactory. 


Compared with last year, Yugoslav exports of machinery and equipment, raw and 
reproductive matertals has increased. The greatest imports are still raw 
materials and reproductive materials, which account for 94.61 percent of in- 
ports. An important place is held by electrical energy and chrome ore. 


During the last 7 months, the province of Yosovo carried out a mutual exchange 
of goods worth $2.5 million, of which imports were $1.9 million. For the fur- 
ther progress of trade with Albania, a long-term program should be drawn up 
for the development of economic relations, which is in accordance with the 
conclustons of the Federal Executive Council. 
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YUGOSLAVIA 


NEW WHOLESALE PRICES FOR AGRICULTURE 
LDO071654 Belgrade TANJUG Domestic Service in Serbo-: oatian 1330 GMT 7 Oct 83 


[Text] Belgrade, 7 October (TANJUC)--According to a statement by the Federal 
Secretariat for information, at today's session the Federal Executive Council 
(chaired by Borislav Srebric, vice president) established new wholesale prices 
and protection prices in agriculture for 1984 and adopted the relevant de- 
cisions. Thus the new wholesale prices for the 1984 wheat crop will amount 

te 17 dinars for topgrade grain. The price for corn will amount to 14.50 
dinars a kilogram, pearl barley 37-40.40 dinars depending on the class, sugar 
beet 4.25 dinars, sunflower 42.50 dinars, soya 42.50 dinars and oil rape 40.80 
dinars a kilogram. The new wholesale prices for raw cotton will amount to 

4%. 77-85.82 dinars depending on the class, and 177.82 dinars a kilogram for 


tobacco, 


The new wholesale prices for Livestock for slaughter in 1984 were also estab- 
‘ished as follows: for pigs 115.09 dinars per kilogram of live weight, baby 
beef 128,18 dinars, sheep 104.55 dinars, and for wool 255 dinars per kilogram. 


These prices serve as a basis for self-managing agreement-making, that is for 
agreeing the production, purchase and sale of these products and the basis 
for formulating the prices of products obtained from their processing. These 
prices can be applied in 1984, 


New protection prices were also established for these products which should 
guarantee minimum prices for the producers of these products. 


With regard to new wholesale and protection prices for broilers and milk for 
1984 the Federal Executive Council concluded that the Federal Community for 
Prices should cooperate with the republican and provincial organs for prices, 
with the aim of coordinating the levels of these prices, since they come under 
the jurisdiction of the republics and provinces. 


The council also established the purchase price of corn from this year's crop 
at 14 dinars per kilograns. 


Organizations which pay higher prices for these products than those established 
will lose their right to discounted credits and other banking reductions. 
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YUGOSLAVIA 


BODY VIEWS OIL SUPPLY SHORTFALL, IMPORTS 
AU61518 Belgrade BORBA in Serbo-Croatian 29 Sep 83 p ° 
[D, Gorsek Report] 


[Summary| Belgrade, 28 September--At its session today, the Executive Com 
mittee of the General Assoctation of the Yugoslav O11 Industry discussed the 
supply of the market with ofl products. It noted that, compared with the 
past period, the supply with ofl products in the last quarter of this year 
would be more favorable if the National Bank provides guarantees for import- 
ing of! and certain of 1 products, if 3 million tons of oil are imported, if 
heavy of] and diesel of! are imported, {tf the dinar tlliquidity is overcome, 
if more natural gas is used, and if the domestic natural gas deposits are 
reactivated, 


"Compared with the energy plan for this year, 78.7 percent of the planned 
quantities of ofl were imported in the first 8 months of this year. Of this 
quantity, imports from the clearing currency area were realized 86.4 percent, 
and from the convertible currency area merely by 69 percent. The total quan- 
tity of ofl imported was 2 million tons less than planned. The reason for this 
is in the reduced imports from the convertible currency area because of a 
shortage of foreign exchange and because guarantees for ofl imports were not 
issued on time. Aleo, difficulties arose when talks were held on imports of 
o1l from certain countries because foreign partners made unacceptable condi- 
tions.” 


The consumption of gasoline was reduced 20 percent compared with the same 

period of last year. This is due to gasoline rationing. The situation in 
the supply of heavy of] and diesel of] is difficult and for this reason it 
wae decided to teport these products, 


It is expected that nearly 3 million tons of ofl, of which 1.9 million tons 
will be from the convertible currency area and 1.1 million tons from the 
clearing currency area, will be imported in the last quarter of this year. 
It is aleo expected that 2.75 million tons of ofl will be imported in the 
first quarter of 1944, 


The situation in the supply of the market with diesel ofl and heavy oil will 
also be difficult in the last quarter of this year. In addition to $20 mil- 
lion guarantee issued in July, the National Bank will issue guarantees for 
another $25 million, of which $20 million will be for imports of heavy oil. 
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YUGOSLAVIA 


ERIEFS 


VOJVODINA AGRICULTURAL EXPORTS--Maximun efforts are being made in Vojvodina 
to carry out the job of selling and transporting the 360,000 tons of wheat, 
70,000 tons of sugar, 100,000 tons of [edible] oil, and 350,000 tons of corn 
for which export permission has been granted this year. Stevan Bek, presi- 
dent of the business council of the SOUR [consolidated organization of asso- 
ciated labor] “Agrovojvodina,” through which the sales are being made, said, 
that “up to now this year we have sold on the world market 550,000 tons of 
corn and 150,000 tons of wheat; 2,000 tons of edible oil are in the process 
of being sold. There are problems in regard to transport because Vojvodina 
has only 300 closed freight cars but it needs 1,800 to ship wheat to ports. 
Vojvodina is expected to earn $140 million from the total sales. [Excerpt] 
[Belgrade BORBA in Serbo-Croatian 23 Sep 83 p 12] Next year Vojvodina plans 
to export 80,000 tons of the approximately 4 million tons of corn produced 
this year. It also plans to export 2,000 tons of fresh meat and 15,500 tons 
of processed meat from the 122,223 tons of meat produced from pigs this 
year; in addition to 3,000 tons of fresh meat and 1,500 tons of processed 
meat from this year’s production of 27,500 tons of beef. At the same time 
the province plans to import 4,500 tons of fresh beef, or 200 tons more than 
this year. [Excerpt] [Belgrade BORBA in Serbo-Croatian 22 Sep 83 p 1] 


NUMBERS OF INTEREST COMMUNITIES--There are a total of 4,960 self-management 
interest communities (SIZs) in Yugoslavia, including 1,511 in material pro- 
duction and 3,449 in the social sectors (642 in education, 78 in science, 
473 in culture, 458 in physical education, 814 in child and social welfare, 
jLl in employment, 444 in health, 23 in pension and disability insurance, 
and 26 in other social sectors). Every SIZ has its assembly in which there 
ate a total of 162,923 delegates. In the last few years many SiZs have uni- 
fied their joint services. They employ a total of 29,229 workers (17.1 per- 
cent with advanced education, 20.9 percent with higher than secondary school 
training, 45 percent with secondary school education, 14 percent with lower 
education...). Yugoslavia spends 31 percent of its national inrvme, or al- 
most 300 million dinars a year, for the common needs of Yugoslavia, 69 per- 
cent of which are allocated to disability and pension insurance. [Text] 
[Belgrade BORBA in Serbo-Croatian 28 Sep 83 p 4] 


AGRICULTURAL STATUS--Sava Veselinov, assistant president of the Federal Com 
mittee for Agriculture reported that as of 3 October corn had been harvested 
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from 711,000 hectares, or 31.3 percent of the area planted. The Federal 
Bureau for Statistics estimates that this year 10,872,000 tons of corn will 
be produced, or 308,000 tons less than last year. The sunflower harvest 

is being successfully completed, but 65,000 tons less are expected to de 
produced compared to last year. Soybeans have been harvested on 55 percent 
of the planted area; the long period of dry weather in some areas has loverec 
production so per-hectare yields average about 0.6 tons less than last year. 
Sugar beets have been harvested from about 40,000 hectares, or one-third of 
the total planted area. [Excerpt] [Belgrade BORBA in Serbo-Croatian 7 (ct 
B53 p 5} 


KOSOVO POREIGN TRADE--January-August 1983 foreign trade amounted to $256.2 
million for the Province of Kosovo. In this period a trade deficit of $23 
million was created, while 83.1 percent of imports were covered by exports. 
Exports amounted to $104.9 million, or 56 percent less than planned and 

4 percent less than in the same period last year. Imports were 72 percent 
below the plan. The value of exports to the convertible-currency area 
amounted to $38.4 million, or 11 percent more than last year, but 44 percent 
below the plan. Only 28 percent of the planned imports from this market 
for this year have been realized. In the first 8 months exports to the 
clearing account area were 13 percent less than last year. [Excerpts] 
[Belgrade PRIVREDNI PRECLED in Serbo-Croatian 23 Sep 83 p i] 


LAW PREPARED ON ENTERPRISES--Zagreb 7 October (TANJUG)-<-In the first 7 months 
of the year, 1,008 basic organizations in Croatia registered losses, of which 
more than half had losses in the same period last year. With the aim of tak- 
ing effective and stringent measures against these organizations, a new law 
is being prepared on the payment of personal incomes in basic organizations 
of assoctated labor which are operating at a loss. The draft proposal for 
the law was examined and approved today by the Republican Committee for Labor 
and Employment in Croatia. The proposed new legal restrictions on the pay- 
ment of personal incomes should, it was stated, influence the more rapid re- 
covery of losses and enable organizations to function without losses. The 
payment of reduced personal incomes according to decrees of the future law 
could, it was stated today, be carried out for 2 years at the most, after 
which time, if there was no improvement in the situation, bankruptcy proceed- 
ings would ensue. [Excerpts] [LD071%4" Belgrade TANJUG Domestic Service in 
Serbo-Croatian 1452 GMT 7 Oct 83) 
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